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GENTLEMEN  :  You  know  that  during  the  last  year  or  so 
the  Committee  on  Cooperation  with  Bankers  and  Other 
Credit  Grantors  has  met  from  time  to  time  with  representa- 
tives of  the  grantors. 

Before  we  met  them,  we  were  considerably  disturbed  as 
to  what  they  might  do  to  us.  After  we  met  them  we  no  longer 
had  any  fears.  We  found  that  they  were  ready  to  cooperate, 
that  they  were  ready  to  help  us. 

It  occurred  to  several  of  our  members,  and  was  so  ex- 
pressed by  them,  that  the  questions  had  all  been  one  way ;  the 
bankers  had  asked  us  more  questions  than  we  could  answer. 
Therefore,  it  was  suggested  that  they  might  be  willing  to 
answer  some  questions.  They  very  gladly  fell  in  with  the 
suggestion  and  tonight  we  have  a  representative  committee 
from  The  Robert  Morris  Associates  with  us. 

We  are  going  to  ask  them  questions  which  have  been 
submitted  by  the  members.  Practically  all  of  the  questions 
which  you  have  sent  in  have  been  turned  over  to  them. 

Mr.  Gray,  who  is  Chairman  of  the  Committee  of  The 
Robert   Morris   Associates,   is   well   assisted   by   the   former 
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Chairman  of  that  Committee,  who  has  dealt  with  recalcitrant 
accountants  and  who,  I  know,  is  quite  willing  to  deal  with 
any  questions  that  we  may  ask. 

We  have  with  us  tonight  Philip  F.  Gray,  of  the  Irving 
Trust  Company ;  J.  A.  Mitchell,  of  the  Federal  Reserve  Bank ; 
D.  R.  Young,  of  the  National  City  Bank;  M.  Raymond  Riley, 
of  Brown  Brothers  Harriman  &  Co. ;  H.  E.  Whitney,  of  the 
Bankers  Trust  Company ;  and  John  N.  Eaton,  of  the  Mer- 
chants National  Bank  at  Boston.  You  will  get  to  know  them 
individually  before  the  evening  is  over. 

Questions  and  Discussions 

Chairman  Montgomery  :     The  first  question  is  this : 

With  respect  to  current  assets  and  current  liabilities,  is  it 
satisfactory  if  receivables  expected  to  be  collected  within  a 
year  be  included  as  current  and  if  payables  not  due  until  after 
one  year  be  excluded  ? 

The  member  who  submitted  that  said  that  he  had  under- 
stood that  six  months  was  a  long  enough  period. 

Mr.  Gray  :     I  will  ask  Mr.  Young  to  answer  that  question. 

Mr.  Young:  The  treatment  of  accounts  and  notes  receiv- 
able as  current  assets  should  be  determined  largely  by  the 
terms  of  sale  used  by  the  concern  in  question  and  by  the 
industry  in  which  it  operates.  There  are  some  cases,  such  as 
where  merchandise  is  sold  on  installment  terms  and  notes  are 
received  maturing  over  a  period  of  months,  in  which  it  would 
be  perfectly  proper  to  include  as  current  assets  the  notes  due 
during  a  period  up  to  one  year. 

On  the  other  hand,  the  great  majority  of  concerns  sell  on 
much  shorter  trade  terms  and  any  receivables  that  are  past 
due  should  be  very  carefully  examined  and,  if  they  are  found 
to  be  very  long  overdue,  they  should  be  shown  separately  and 
a  proper  reserve  set  up  against  them.  This  would  include 
notes  receivable  taken  to  close  out  overdue  accounts.  Receiv- 
ables due  after  one  year  should  be  shown  separately.  Of 
course,  all  receivables  due  from  officers,  employes,  affiliates, 
and  so  forth,  should  be  segregated  from  ordinary  merchandise 
receivables. 

As  regards  payables,  it  is  customary  to  treat  as  current 
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only  the  amounts  due  within  one  year. 

Chairman  Montgomery:     Are  there  any  questions? 

Mr.  Staub  :  The  receivables  in  businesses  where  there  are 
payments  over  a  period  of  time,  and  in  accordance  with  the 
ordinary  terms  of  the  industry,  would  run  over  one  year, 
would  they  not? 

Mr.  Young:  Those  are  found  in  a  very  few  cases.  The 
handbook  put  out  by  the  Federal  Reserve  Board,  and  revised 
a  couple  of  years  ago,  specifies  that  anything  over  a  year 
should  be  shown  separately.  If  it  is  in  the  ordinary  course  of 
business  it  might  be  perfectly  proper  to  include  it  as  a  current 
asset,  but  if  it  is  not  due  until  over  a  year,  it  should  at  least  be 
segregated  from  the  ordinary  accounts  that  you  expect  to  be 
collected  in  thirty  days,  or  sixty  days.  I  think  that  as  long  as 
it  is  shown  clearly  what  it  represents  the  banker  is  satisfied. 

Mr.  Eggleston:  Is  it  permissible  to  include  accounts 
receivable  from  employes  in  a  department  store,  for  regular 
merchandise  purchases,  with  the  regular  customers'  accounts 
receivable  ? 

Mr.  Young  :  I  do  not  know  that  I  have  seen  that  case 
arise  regarding  department  stores,  but  speaking  of  business 
generally,  where  a  retail  or  wholesale  or  manufacturing  con- 
cern sells  to  its  employes,  I  think  those  should  really  be  shown 
separately  because  they  are  in  a  sort  of  class  by  themselves 
and  if  anything  went  wrong  with  the  business  probably  the 
amounts  due  from  employes  or  officers  would  be  pretty  hard 
to  collect. 

t  y  f 

Chairman  Montgomery  :  Where  the  lower  of  cost  or  market 
basis  is  used,  is  it  considered  an  invariable  rule  of  valuation, 
or  are  conditions  of  the  market  and  other  outside  factors  to  be 
given  weight?  Should  a  few  distress  sales  be  permitted  to 
govern  the  valuations  of  inventories  many  times  larger  than 
such  sales? 

Mr.  Young:  You  are  all  familiar  with  the  general  rule 
about  the  basis  of  your  market  valuations,  so  this  will  take  up 
more  particularly  the  special  conditions  which  may  be  faced 
this  year. 

In  the  valuation  of  inventories  at  the  lower  of  cost  or  market, 
at  a  time  when  so-called  distress  sales  have  been  made  at  unusually 
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low  prices,  I  believe  that  bankers  generally  are  willing  to  have  the 
accountant  use  a  certain  amount  of  discretion  in  applying 
prices  that  are  within  reason  and  that  will  give  a  fair  state- 
ment of  the  financial  condition  of  the  concern. 

The  important,  and  sometimes  extremely  difficult  task,  is 
to  find  what  is  the  real  market  price — the  price  the  goods 
would  actually  bring — if  offered  on  the  market  at  that  time. 

A  number  of  different  factors  must  be  taken  into  considera- 
tion, including  the  volume  of  sales  at  distress  prices  in  relation 
to  the  inventory  of  the  subject  concern,  also  the  total  known 
stocks  of  the  commodity,  and  other  conditions  surrounding 
the  industry. 

The  safest  practice  would  seem  to  be  taking  the  actual 
market  prices  on  statement  date  and  then,  if  necessary,  insert- 
ing a  footnote  explaining  that  the  prices  used  were  abnormally 
low  for  certain  reasons. 

Mr.  Remer:  Where  the  selling  price  is  much  lower  than 
the  cost,  should  provision  be  made  for  selling  expenses  and 
possibly  future  administrative  expenses,  especially  of  the 
inventory  as  a  whole?    Would  that  be  in  that  category? 

Mr.  Young:  In  the  determination  of  market  price  you  do 
not  usually  include  the  operating  expenses.  You  may  be  able 
to  sell  it  out  in  a  short  time  and  you  may  have  to  wait  a  long 
time.  In  cases  where  you  can  get  a  fairly  accurate  market,  like 
in  the  raw  commodities  that  are  traded  in  on  the  exchange  or 
between  brokers  where  you  can  get  a  reasonable  market  price, 
I  think  the  safest  thing  is  to  take  the  market  price,  and  the 
expenses,  of  course,  will  have  to  come  out.  No  one  expects 
that  you  could  dispose  of  all  the  product  without  some  expense 
involved. 

Mr.  Tauritz  :  In  preparing  an  annual  report  for  a  client, 
and  when  the  subject  of  inventory  comes  up  for  valuation  in 
your  statement,  do  you  mean  to  say  that  the  accountant  is  the 
one  to  judge  how  the  inventory  is  to  be  valued? 

Mr.  Young:  Yes,  I  think  that  that  is  what  the  banker  and 
the  commercial  creditor  and  the  mercantile  agency,  and  every- 
one else  relies  on  the  accountant  for,  to  make  sure  that  the 
inventory  is  properly  valued. 

Of  course,  the  concern  may  do  it  themselves,  and  the  larger 
the  concern  and  the  better  the  accounting  system  they  have, 
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the  less  work  the  accountant  ordinarily  has  to  do  of  his  own. 
But  I  think  it  is  up  to  him  to  satisfy  himself  that  the  prices 
used  are  proper  and  that  they  are  within  reason.  Of  course,  if 
the  market  has  taken  a  certain  dip  down  and  then  recovered  to 
its  normal,  he  can  use  a  certain  amount  of  discretion.  It  is  up 
to  him  to  see  that  they  are  properly  priced. 

I  think  that  is  generally  agreed,  is  it  not,  that  that  is  one  of 
the  accountant's  many  responsibilities? 

Mr.  Tauritz:  As  a  general  rule  among  the  profession,  I 
am  sure,  we  are  not  known  as  valuation  engineers,  and  if  we 
were  called  in  on  the  fifteenth  day  of  March  to  certify  to  a 
balance  sheet  as  of  December  31  of  any  year — especially  these 
days  when  we  have  unstable  economic  conditions  and  rapid 
fluctuation  of  prices — how  can  we  tell  on  March  fifteenth  what 
the  value  was  on  the  thirty-first  of  December? 

Mr.  Young:  The  valuation,  of  course,  would  be  as  of  the 
statement  date.  It  is  up  to  the  accountant  to  consult  such 
records  as  he  has  available  on  the  sales  of  that  commodity 
to  establish  the  fairness  of  the  prices  used  by  the  concern. 
If  you  have  entire  confidence  that  that  inventory  valuation  is 
sound,  then  you  do  not  have  to  take  the  inventory  and  check 
every  figure  in  it.  But,  if  you  do  not  have  any  idea  whether 
it  is  worth  $150,000  or  $50,000,  it  is  up  to  you,  as  the  account- 
ant, to  make  some  check  as  to  the  prices. 

Mr.  Tauritz:  It  seems  to  me  this  is  a  pretty  big  subject, 
and  we  could  argue  it  all  night. 

But,  along  the  same  line  of  thought — that  of  preparing  a 
balance  sheet  on  the  fifteenth  day  of  March  for  a  firm  and 
having  it  read  as  of  the  thirty-first  of  December— if  the  ac- 
countant has  noticed  any  material  change  in  the  valuation 
since  the  closing  of  those  books,  would  you  expect  him  to 
make  a  footnote  on  the  balance  sheet  prepared  for  you  ? 

Mr.  Young  :  That  would  be  entirely  in  order.  In  the  case 
of  these  distress  sales  you  might  make  a  footnote  that  these 
valuations  were  taken  at  a  certain  price,  but  since  that  time 
there  has  been  a  recovery  of  approximately  ten  per  cent,  or 
approximately  twenty  per  cent.  Or,  if  it  went  down,  it  would 
be  up  to  you  to  make  a  footnote  to  that  effect.  But,  the  state- 
ment shows  the  condition,  not  when  the  audit  is  made  but 
when  the  books  are  closed. 
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Chairman  Montgom'ery  :  While  not  leaving  the  question 
of  inventory,  I  am  going  to  ask  the  next  question:  Is  it  the 
custom  of  bankers  to  suggest  to  their  customers  what  they 
consider  would  be  satisfactory  to  the  bankers  as  a  proper  audit 
of  the  various  assets,  particularly  inventories? 

Mr.  Riley  :  If  during  the  course  of  a  direct  interview  the 
customer  reveals  unsound  practices  in  the  treatment  or  calcu- 
lation of  items  on  a  statement,  the  banker  as  a  rule  tactfully 
suggests  his  conception  of  a  proper  method.  In  case  the 
revelation  severely  shocks  the  banker's  views  of  proper  ac- 
counting methods,  he  usually  offers  a  correct  version  without 
a  trace  of  tact,  or  sometimes  suggests  that  another  accountant 
be  employed  whose  good  accounting  methods  are  known  to 
the  banker. 

In  a  recent  case  coming  before  me,  it  was  discovered, 
through  an  investigation  of  the  credit  department,  that  the 
mid-year  statement  of  one  of  our  customers  did  not  include 
all  of  the  outstanding  acceptances.  In  other  words,  four 
banks  which  we  consulted  showed  outstanding  acceptances  of 
$96,000  in  excess  of  the  total  outstanding  acceptances  included 
in  the  statement.  This  statement  was  prepared  by  an  account- 
ing firm  and  was  accompanied  by  an  unqualified  certificate. 

Immediately  upon  the  discovery  of  this  discrepancy,  the 
customer  was  called  in  and  was  unable  to  explain  the  dis- 
crepancy and  passed  the  buck  to  the  accountant.  The  ac- 
countant explained  that  it  had  been  his  custom  for  years  to 
eliminate  from  the  liabilities  all  acceptances  under  letters  of 
credit  which  covered  merchandise  still  afloat,  and,  of  course, 
this  merchandise  in  transit  item  was  left  out  of  the  assets.  No 
mention  was  made  regarding  this  procedure  in  the  account- 
ant's comments,  nor  was  the  item  shown  as  a  footnote  on  the 
statement,  and  as  stated  before,  the  accountant  certified  that 
these  figures  correctly  set  forth  the  financial  condition  of  the 
company  as  of  June  30. 

In  this  case,  the  five  banks  interested  got  together  and 
recommended  another  accountant.  They  told  the  customer 
that  all  credit  lines  were  cancelled  until  a  new  audit,  prepared 
by  the  accountant  of  our  selection,  was  received,  and  upon 
receipt  of  the  new  report  we  would  give  consideration  to 
future  credits  based  on  the  showing  of  this  report.    We  told 
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the  customer  and  the  new  accountant  there  were  certain 
things  in  particular  which  we  wished,  on  which  we  would 
require  detailed  schedules  as  follows: 

1.  Vintage  statement  of  receivables 

2.  Complete  breakdown  of  inventory  showing  list  of  all  commod- 
ities and  price  per  unit  at  which  they  were  included  in  inventory, 
together  with  an  aging  of  the  inventory 

3.  Commitment  statement  of  purchases 

4.  Complete  statement  of  contracts  of  sale  with  a  list  of  the  cus- 
tomers and  the  amounts  of  the  various  contracts 

5.  We  insisted  that  all  acceptances  outstanding  as  of  statement 
date,  and  advised  to  the  company,  should  be  included  in  the 
liabilities  and  the  merchandise  in  transit  included  in  the  inven- 
tory as  a  separate  item 

6.  We  also  insisted  that  the  unused  credits  outstanding  as  of  state- 
ment date  be  shown  in  a  footnote  on  the  statement 

Chairman  Montgomery:  Before  any  questions  arise  I 
am  going  to  ask  one  more  question  which  Mr.  Riley  will 
answer:  In  cases  where  the  amount  of  work  which  may  be 
done  is  limited  by  the  fee,  what  steps  should  the  bankers  take 
to  urge  or  persuade  customers  to  have  their  accountants  make 
a  fuller  audit  of  items  in  which  the  banker  is  particularly  inter- 
ested, such  as  inventories? 

Mr.  Riley:  It  is  generally  conceded  that  where  the  work 
to  be  done  by  an  accountant  is  limited  by  fee  that  taking  a 
physical  inventory  is  impossible.  Because  of  his  intimate 
knowledge  of  the  commodities  handled,  the  customer  usually 
prepares  from  his  records,  or  from  his  count,  a  schedule  of 
inventory,  and  it  would  seem  reasonable  for  the  accountant 
to  charge  a  fee,  ample  enough  to  allow  for  a  review  of  this 
schedule  and  ascertain  the  correctness  of  extensions  and  other 
calculations. 

The  banker,  of  course,  can  urge  his  customer  to  have  the 
scope  of  the  report  extended,  and  in  fact  he  often  does.  Failing 
to  get  the  additional  information  the  banker's  choice  is  to 
say,  "No  more  credit  or  loans  until  your  amplified  report  is 
received." 

Chairman  Montgomery:  This  is  the  last  question  on  in- 
ventories. We  are  not  coming  back  to  this  again,  so  if  you 
have  any  questions  to  ask  on  this  subject  ask  them  now. 
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Mr.  Coleman  :  I  would  like  to  ask  a  question  that  bears 
on  the  previous  question.  What  advantage  is  it  to  show  in 
the  footnote  the  unused  amount  of  acceptances? 

Mr.  Riley:  On  statement  date  the  customer  might  have 
only  a  small  amount  of  outstanding  acceptances  which  could 
be  included  as  a  direct  liability.  But,  there  might  be  a  large 
balance  of  unused  credits  which  the  banker  has  advised 
abroad  and  which  could  be  drawn  on  and  which  the  banker 
is  obligated  to  accept,  making  these  acceptances  direct  liabili- 
ties of  the  company  shortly  after  statement  date.  A  banker 
who  is  doing  an  acceptance  business  likes  to  know  what  the 
unused  balance  of  acceptance  credits  are  at  statement  date 
so  he  can  calculate  what  the  customer's  total  liability  is  going 
to  be  shortly  after  that  date. 

Chairman  Montgomery  :  I  might  say  that  refers  to  Ques- 
tion No.  31,  but  since  it  has  been  brought  up,  we  will  finish 
it.  Let  us  confine  ourselves,  for  the  moment,  to  this  unused 
acceptance  question.   Are  there  any  further  questions? 

Mr.  Staub:  I  would  like  to  raise  the  question  as  to  what 
is  the  real  difference  in  principle  between  unused  balances  of 
letters  of  credit,  where  no  drafts  have  been  advised,  and  ordi- 
nary merchandise  commitments  ? 

Mr.  Riley:  There  is  quite  a  difference.  When  a  banker 
opens  a  credit  for  his  customer,  that  credit  has  a  definite  ex- 
piration date  put  on  by  the  banker  months  hence.  In  troubled 
times  like  these,  that  date  would  not  be  as  far  ahead  as  in 
normal  times.  The  banker  has  a  direct  obligation  to  honor 
drawings  made  before  the  credit  expires.  The  banker,  to  save 
his  own  credit  standing,  has  to  accept  those  drafts  and  meet 
them  at  maturity  whether  the  customer  does  or  not.  The 
customer  may  fail  in  the  meantime,  but  the  banker  still  has  a 
direct  liability,  while  the  customer  has  no  control  over  draw- 
ings, once  the  credit  is  advised.  In  the  case  of  merchandise 
commitments,  adjustments  can  be  made  in  price,  quality, 
quantity  and,  in  many  cases,  can  be  cancelled.  In  other  words, 
the  customer  in  one  case  has  no  control  over  the  future  obli- 
gation, while  in  the  case  of  merchandise  commitments,  he 
can  exercise  some  control. 

Mr.  Whitney:  I  want  to  amplify  that  a  bit.  The  mer- 
chant has  no  control  over  the  drawings  against  an  irrevocable 
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credit.  Let  us  say  the  letter  of  credit  goes  to  a  shipper  in 
South  America.  That  letter  can  be  drawn  against  by  the 
shipper,  and  if  he  presents  the  proper  documents,  the  local 
bank  will  discount  that  draft,  and  the  New  York  bank  must 
accept  it. 

Mr.  Staub:  Even  though  no  goods  have  actually  been 
ordered  ? 

Mr.  Whitney  :  Yes.  It  would  be  a  matter  of  fraud  there, 
of  course,  but  it  can  be  done,  and  the  bank  must  accept  it.  It 
is  a  very  definite  and  clear  liability  of  the  bank. 

Mr.  Staub:  Does  not  this  bank  know  its  total  liabilities 
on  letters  of  credit  much  better  than  it  can  get  it  from  the 
balance  sheets  ? 

Mr.  Whitney:  The  bank  does  not  know  the  number  of 
banks  from  whom  the  importer  has  received  credits. 


Mr.  Kahn  :  I  have  heardi  it  said  that  bankers,  when  they 
read  a  balance  sheet,  expect  that  the  inventory,  as  stated 
thereon,  will  eventually,  in  the  normal  process  of  the  business, 
bring  a  normal  profit.  That  question,  I  should  imagine,  arises 
particularly  where  there  is  a  large  quantity  of  unseasonable 
or  defective  merchandise  carried  forward. 

Is  the  accountant  justified  in  valuing  that  merchandise  at 
what  he  considers  realizable  value,  what  it  could  be  sold  for 
in  the  market,  taking  into  consideration  its  unseasonability 
and  its  defectiveness;  or,  must  he  still  further  reduce  the 
value  of  that  to  take  into  account  a  normal  profit? 

Mr.  Gray:  I  think  all  the  bankers  would  agree  that  if 
they  can  get  out  of  the  inventory  the  amount  that  is  stated 
on  the  balance  sheet,  without  taking  into  consideration  any 
of  the  profit  or  expense  of  selling  the  inventory,  they  would 
be  well  satisfied. 

I  see  no  particular  reason  for  allowing  for  expense  on  an 
inventory  when  the  inventory  is  figured  the  same  way  from 
one  year  to  another,  and  if  you  treat  it  as  a  market  value  on 
your  inventory  on  the  statement  date,  that  would  be  sufficient. 
I  do  not  know  of  any  reason,  unless  there  is  a  large  block  of 
obsolete  material  on  inventory,  which  would  take  a  terrific 
amount  of  expense  in  order  to  dispose  of.    I  do  not  believe 
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there  is  any  theory  which  calls  for  allowing  expense  in  dis- 
posing of  an  ordinary  inventory. 

Mr.  Homes  :  This  question  of  valuation  of  inventory  may 
be  taken  in  two  ways.  For  instance,  a  manufacturer  of  cloth- 
ing would  take  in  his  clothing  inventory  at  cost  or  market, 
whichever  is  lower,  as  a  manufacturer.  A  retailer  will  take 
that  same  clothing  in  at  what  it  cost  him. 

There  is  a  difference  on  the  same  suit  of  clothes.  A  manu- 
facturer would  take  it  in  at  $30,  and  that  same  suit  would  be 
taken  in  by  the  retailer  at  $35  or  $40.  One  is  the  retailer's 
value  and  the  other  is  the  manufacturer's  value. 

When  you  are  taking  inventory,  and  the  goods  are  obso- 
lete and  you  do  not  know  what  you  will  realize,  there  is  a 
question  as  to  whether  you  should  depreciate  that  inventory 
by  the  amount  of  selling  and  ordinary  expense  that  would  be 
necessary  before  you  can  dispose  of  it. 

There  is  a  differentiation  there.  When  you  take  ordinary 
merchandise  that  you  use  in  the  ordinary  course  of  business, 
necessarily  you  do  not  take  in  the  selling  price  but  you  take 
the  cost.  When  you  sell  it  you  add  to  that  your  operating  ex- 
pense, plus  what  you  think  you  will  realize  as  a  profit,  so 
that  the  question,  I  do  not  think,  was  fully  answered. 

Mr.  Gray  :  I  suppose  that  I  might  have  inserted  in  there 
that,  of  course,  if  the  cost  was  lower  than  the  market  that 
it  would  be  taken  in  at  cost.  But  I  still  do  not  see  any  reason 
for  deducting  the  expense  of  selling  the  normal  inventory. 
Even  though  a  suit  of  clothes  to  the  manufacturer  is  inven- 
toried at  less  than  it  is  in  the  retailer's  hands,  I  still  think  that 
if  it  is  taken  at  lower  of  cost  or  market  on  the  ordinary  inven- 
tory it  is  perfectly  proper. 

Mr.  Homes  :  We  had  quite  a  controversy  with  a  client  one 
time.  He  operated  a  factory  and  at  the  same  time  he  operated 
a  chain  of  retail  stores.    He  also  sold  to  the  trade  generally. 

Just  before  inventory  taking  time  he  shipped  quite  a  good 
deal  of  merchandise  to  his  own  stores.  He  shipped  them  at  a 
retail  price.  When  it  came  to  taking  inventory  we  insisted 
that  his  inventory  at  all  the  retail  stores,  for  the  purpose  of 
the  consolidated  statement,  be  at  cost  to  the  manufacturer. 

His  question  was,  "Why  should  I  ?  When  I  send  out  mer- 
chandise to  Mr.  B,  who  is  a  customer  of  mine,  he  takes  that 
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inventory  at  what  it  costs  him.  Why  shouldn't  I  take  it  in  at 
the  same  price  when  I  send  it  to  my  own  retail  stores?  That 
is  their  cost." 

By  doing  that  he  would  not  be  doing  it  right.  We  felt  that 
was  not  the  proper  way  of  figuring  inventory.  He  thought  we 
were  wrong.  His  idea  was  that  we  were  siding  in  with  the 
bankers  in  not  giving  him  "a  break"  as  he  said. 

Mr.  Gray  :     We  think  you  were  perfectly  correct. 

Mk.  Whitney  :  How  is  your  committee  in  the  New  York 
State  Society  getting  along  in  their  study  of  the  matter  of 
inventory  ? 

Mr.  Bell:    The  matter  is  still  under  consideration. 

Mr.  Wellington  :  On  this  question  of  the  cost  of  inven- 
tories, I  would  like  to  get  the  expression  of  the  bankers  as  to 
what  they  would  consider  cost  in  the  case  of  a  manufacturing 
concern  that  is  not  running  more  than  fifty  per  cent  full? 
Would  it  be  the  cost  obtained  by  dividing  the  actual  output 
by  the  actual  total  labor  and  expenses,  or  would  it  be  a  cost 
determined  on  a  more  normal  basis  of  reasonably  full  opera- 
tion? 

Mr.  Gray:  My  first  reaction  to  that  question  is  that  that 
is  why  we  have  cost  accountants. 

My  second  reaction  is  that  it  is  quite  a  puzzle.  I  should 
not  think  that  the  total  expense  of  operating  a  large  plant 
should  be  added  on  to  the  cost  of  the  small  amount  of  produc- 
tion. You  would  have  to  keep  your  cost  somewhat  near  normal 
and  charge  off  your  expenses  to  surplus,  if  there  is  one. 

Mr.  Bottinger  :  A  well-known  cost  accountant,  Professor 
Dawe,  suggested  a  remedy  for  that.  He  said  he  thought  that 
the  financial  statement,  cost  statement,  should  be  so  modified 
as  to  include  a  new  item  of  cost,  that  is,  cost  of  excess  equip- 
ment, the  cost  of  excess  plant,  that  to  be  separated  entirely 
from  all  the  ordinary  cost,  that  is,  material  and  labor  and 
overhead  and  not  to  load  the  ordinary  cost  with  the  cost  of 
the  excess  plant.  We  had  quite  an  argument  in  a  different 
meeting  on  that.  Almost  everyone  was  won  over  to  his  ideas 
on  that  subject. 

Mr.  Gray:     Thank  you,  very  much. 

Chairman  Montgomery:  Is  there  anything  further  on 
inventories  ? 
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Mr. Kaplan:  I  think  Mr.  Homes'  question  was  passed 
off  the  picture  lightly.  It  seems  to  me  it  is  of  much  more 
importance  than  it  might  sound  to  some  of  you  bankers. 

Take  this  manufacturer  in  New  York  who  has  a  chain  of 
stores  around  the  country.  He  may  have  half  a  dozen  or  more 
stores  in  a  city  like  Boston,  where  he  may  be  operating  under 
a  Massachusetts  corporation.  He  may  present  a  statement 
to  a  banker  in  Boston  on  that  corporation.  The  banker  in 
Boston  may  say,  "Well  now,  Mr.  President,  it  is  your  company 
but  we  would  like  your  personal  endorsement." 

His  personal  endorsement  may  be  his  own  net  worth.  We 
judge  the  value  of  those  Boston  stores.  The  inventory  of  the 
Boston  stores  would  be  taken  at  the  same  price  as  his  Boston 
competitors  take  theirs.  You  would  get  the  statement  of  a 
Massachusetts  accountant,  whom  you  know  to  be  a  very 
reputable  man,  but  nevertheless  that  would  be  substantially 
higher  than  his  cost, 

Mr.  Gray  :  I  think  that  injects  another  element  into  the 
question,  does  it  not?  It  seems  to  me  that  from  your  question 
you  are  having  the  Boston  stores,  which  are  the  retail  stores, 
borrowing  on  their  own  statement  in  competition  with  other 
retail  stores  which  are  not  tied  up  with  a  manufacturing  plant. 

I  think  Mr.  Homes*  question  was  one  which  related  to  a 
statement  of  the  entire  enterprise,  which  included  the  manu- 
facturing plants  with;  the  retail  plants.  While  I  did  not  mean 
to  be  facetious,  I  agreed  with  Mr.  Homes  because  he  stated 
that  he  would  not  allow  any  profits  to  be  put  into  the  earning 
account  simply  by  the  transfer  of  merchandise  from  one  of  the 
plants  to  the  stores.  I  have  always  assumed  that  that  was  a 
very  sound  theory  by  which  all  accountants  governed  them- 
selves. 

I  cannot  see  the  point  which  you  bring  out  about  the  Bos- 
ton retail  store.  That  could  hardly  be  worked  into  this  ques- 
tion because  there  you  have  individual  retail  stores.  They 
probably  would  not  be  borrowing  on  just  the  retail  store  end 
of  it  when  they  are  tied  up  with  a  much  larger  organization 
and  are  part  and  parcel  of  it. 

Mr.  Kaplan:  They  borrow  for  the  reason  that  this  man 
in  New  York  may  need  some  funds  for  his  New  York  enter- 
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prise,  or  his  enterprise  in  some  other  state.  That  is  where  that 
money  would  go  that  he  would  borrow  in  Boston. 

Mr.  Gray  :  If  I  were  loaning  that  money  to  him  he  would 
be:  borrowing  it  on  the  statement  of  the  entire  enterprise  and 
not  on  the  statement  of  just  a  few  of  his  stores,  no  matter 
where  they  were  located.  While  it  is  a  separate  entity  in 
Boston,  on  account  of  being  separately  incorporated,  there  is 
still  the  backing  of  the  entire  enterprise  to  be  taken  into 
consideration.  That  enterprise  probably  assumes,  with  the 
parent  company,  the  burden  of  the  liabilities. 

Mr.  Berdon:  When  you  speak  of  the  lower  of  cost  or 
market,  I  gather  from  your  remarks  that  by  market  you 
mean  the  selling  price.  I  want  to  be  quite  clear  on  that.  Do 
you  mean  the  selling  price,  or  do  you  mean  the  cost  of  replac- 
ing that  merchandise  to  the  man  issuing  that  statement  ? 

Mr.  Gray:  We  mean  the  cost  of  replacing  it,  that  for 
which  you  can  buy  it. 

Mr.  Berdon  :  That  brings  in  the  element  of  expense  and 
the  cost  of  replacement. 

Mr.  Bottinger:  Turning  to  Mr.  Homes'  question,  which 
I  think  is  very  important,  the  last  time  I  had  occasion  to 
submit  a  consolidated  statement  for  a  few  enterprises  for 
bank  purposes  they  asked  for  detailed  statements  of  the  indi- 
vidual concerns.  In  a  consolidated  statement  we  eliminate  all 
inter-company  profits.  Mr.  Homes  would  be  answered  by  the 
fact  that  the  bank  would  immediately  require  detailed  state- 
ments of  the  individual  concerns  included  in  the  consolidated 
report.  They  would  automatically  get  the  inter-company  profit 
because  the  statements  of  the  individual  concerns  would  have 
the  higher  costs.  I  think  it  is  a  Federal  Reserve  provision 
that  paper  discounted  with  them  cannot  be  based  on  consoli- 
dated reports.  I  may  be  wrong  on  that,  but  that  is  the  explana- 
tion given  to  me. 

Mr.  Gray:  You  are  very  correct.  The  situation  arising 
there  is  that  where  one  concern, is  incorporated  in  New  York, 
and  another  one  is  incorporated  in  Massachusetts,  we  would, 
in  loaning  to  the  New  York  company  here,  first  only  have 
claim  against  the  assets  of  the  New  York  company,  and 
through  stock  ownership  we  would  be  in  a  secondary  position 
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to  the  other  creditors  of  the  Massachusetts  concern  on  the 
Massachusetts  assets. 

Therefore,  we  would  undoubtedly  require  a  breakdown  of 
consolidated  statements,  especially  if  we  thought  that  we  could 
get  them.  The  Federal  Reserve  Bank  will  not  allow  us  to  treat 
any  paper  as  eligible  unless  we  have  in  our  own  files  a  state- 
ment of  the  borrowing  company  itself.  Regardless  of  how 
good  or  how  liquid  the  consolidated  statement  might  be,  we 
must  have  a  statement  of  the  borrowing  company  by  itself 
without  it  being  consolidated  in  any  way. 

Mr.  Golding:  I  am  going  to  try  to  make  Mr.  Homes' 
question  just  a  bit  more  difficult.  Assuming  that  on  Decem- 
ber 31  the  consolidated  statement  of  the  retail  stores  and  the 
manufacturing  organization  is  taken.  The  inventory  is  taken 
at  the  manufacturer's  cost.  Assuming  further  that  about  Janu- 
ary 1  there  is  a  reorganization  of  the  enterprise  so  that  the 
retail  stores  are  dissociated,  and  separated  entirely,  from  the 
manufacturing  organization.  Thirty  days  later,  say  on  Janu- 
ary 31 — that  is,  between  January  1  and  January  31 — the  retail 
stores  have  gone  out  and  bought  corresponding  merchandise, 
corresponding  to  that  which  they  bought  from  their  own  man- 
ufacturer as  much  as  possible  at  a  price  corresponding  to  the 
price  that  they  paid  the  manufacturer. 

Would  you,  on  January  31,  take  the  inventory  (and  I  am 
not  now  discussing  this  from  the  manufacturing  but  from  the 
retailers  point  of  view)  of  the  retail  organization  at  the  cost 
price  billed  to  them  prior  to  reorganization  ?  Would  you  show 
any  further  difference  between  the  cost  price  of  the  merchan- 
dise bought  from  the  manufacturing  organization  and  the  new 
merchandise  bought  from  other  manufacturers  at  the  same 
price  ? 

Mr.  Gray  :  My  thought  on  that  is  that  it  works  in  a  little 
theory  and  if  you  are  dissociating  those  companies  you  would 
have  to  figure,  to  the  companies,  the  cost  of  that  merchandise 
and  treat  that  on  a  cost  basis  to  them,  unless  you  know  that 
there  are  peculiar  circumstances  in  the  case,  or  where  you 
know  that  the  market  is  less  than  the  cost.  There  you  would 
take  it  at  the  market  price.  I  do  not  know  if  that  answers  the 
question  or  not. 
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Mr.  Golding:  The  cost  has  been  higher  than  the  manu- 
facturer's cost. 

Mr.  Gray:    That  is  the  cost  to  them? 

Mr.  Golding:    Yes. 

Mr.  Gray  :  They  are  separate  corporations  and  they  have 
severed  their  relations  with  the  parent  company.  They  are 
standing  on  their  own  feet.  You  would  take  the  cost  to  the 
new  corporation.   You  could  not  do  it  in  any  other  way. 


Chairman  Montgomery:  Is  the  banker,  or  lender,  con- 
cerned in  whether  or  not  a  corporation  borrower  has  invested 
funds  in  the  purchase  of  its  own  stock? 

Mr.  Mitchell:  The  provision  in  this  respect,  contained 
in  the  Federal  Reserve  Board  bulletin  on  "Verification  of 
Financial  Statements"  is  as  follows: 

"When  corporations  have  temporarily  invested  funds  in 
the  purchase  of  their  own  stocks  and  bonds,  these  securities 
technically  should  be  deducted  from  the  corporation's  out- 
standing securities.  Custom,  however,  has  sanctioned  the 
inclusion  of  such  temporary  holdings  as  investments;  but 
where  they  are  so  held  the  fact  should  be  clearly  indicated  on 
the  balance  sheet.  Investments  of  this  kind  are  not  usually 
regarded  as  current  assets." 


Chairman  Montgomery:  Where  the  total  market  value 
of  marketable  securities  is  less  than  the  total  book  value,  save 
where  the  difference  is  small,  a  reserve  for  loss  in  value  must 
be  set  up  on  the  balance  sheet. 

Mr.  Mitchell:  I  think  all  bankers  subscribe  to  that  pro- 
vision.   It  should  be  set  up. 

Chairman  Montgomery:  That  is  also  covered  by  the 
Federal  Reserve  Bulletin? 

Mr.  Mitchell:     Yes. 

Mr.  Whitney:  It  is  the  exception  rather  than  the  rule, 
when  that  is  done.  I  would  say  that  the  almost  universal  cus- 
tom, where  the  market  is  less  than  the  cost,  for  the  accountant 
to  make  a  footnote,  or  a  notation  in  brackets  as  to  the  market 
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value  figure.   But,  again  I  should  say  it  is  the  exception  when 
a  reserve  is  set  up. 

f  f  f 

Chairman  Montgomery:  Do  the  bankers  consider  it 
necessary  in  case  of  investments  in  a  company's  own  stock, 
for  the  accountant  to  indicate  the  market  value,  or  the  number 
of  shares  owned,  as  well  as  the  cost,  or  in  some  other  way  to 
indicate  the  discrepancy  between  cost  and  market  value,  espe- 
cially where  the  market  value  has  fallen  so  considerably  that 
the  assets  in  the  balance  sheet  conceal  a  loss  if  judged  by  the 
standard  of  current  market  values? 

Can  this  action  by  the  auditors  be  considered  as  attempting 
to  value  the  company's  stock? 

Mr.  Mitchell:  An  accountant  should  indicate  the  num- 
ber of  shares  of  stock,  at  least  the  company's  own  stock,  and 
the  price  paid  for  same,  and  also  give  the  present  market  value 
of  the  stock.    That  covers  it. 

Mr.  Staub:  If  the  stock  were  written  down  you  would 
not  feel  it  necessary  to  say  so? 

Mr.  Mitchell:    No. 

Mr.  Fernald:  Of  course  that  answer  would  only  apply 
to  cases  where  the  stock  is  listed  on  exchange  or  otherwise 
have  a  current  market  quotation  for  it.  What  attitude  should 
the  accountant  take  as  to  unlisted  stocks? 

Mr.  Gray:  I  think  then  they  ought  to  put  it  in  at  cost 
and  if  they  are  going  to  continue  to  carry  it  in  the  treasury 
give  the  number  of  shares  that  have  been  purchased. 

Mr.  Wellington:  What  about  the  case  of  the  corpora- 
tion where  the  sales  of  stock  on  the  New  York  Stock 
Exchange  are  only  a  few  hundred  a  day  and  the  corporation 
owns  several  thousand,  and  you  know  if  the  several  thousand 
had  to  be  sold  it  would  seriously  depress  the  price? 

Mr.  Gray  :  Of  course,  we  are  running  into  that  situation 
quite  a  good  deal  in  a  rather  inactive  market.  But,  I  do  not 
see  any  other  way  for  the  accountant  to  do  but  to  put  it  in  at 
the  market  price.  If  he  shows  the  number  of  shares  he  is 
certainly  disclosing  all  the  information  that  he  has. 

Mr.  Bottinger:  The  whole  question  is  answered  if  you 
deduct  the  treasury  stock.   Then,  even  though  it  has  a  readily 
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realizable  value  you  deduct  it  from  your  capital,  and  your  net 
outstanding  shares  and  the  net  worth  is  there.  You  deduct 
your  treasury  stock  at  the  amount  you  pay  for  it  from  your 
total  capital  and  your  surplus.  Let  the  bank  form  its  own  con- 
clusions as  to  how  they  want  to  treat  the  treasury  stock.  But, 
you  have  the  picture  there. 

Mr.  Webster:  I  take  it  then  that  you  would  rather  have 
me  tell  you  the  number  of  shares  in  the  treasury  and  the  cost 
and  allow  you  to  use  your  banker's  judgment  on  the  question 
of  value,  rather  than  to  ask  me  to  place  a  value  on  these 
unlisted  shares  and  not  turn  it  in  at  over-the-counter-prices 
where  there  are  current  quotations.  The  responsibility  of 
valuing  that  stock  is  yours  and  not  mine.  If  I  understand  you 
correctly  I  agree  with  you  heartily. 

Mr.  Gray:    That  would  be  my  opinion. 


Chairman  Montgomery  :  How  do  the  bankers  feel  about 
the  proposal  of  the  New  York  State  Chamber  of  Commerce 
that  accountants  be  selected  by  the  stockholders? 

Mr.  Whitney  :  I  have  discussed  that  with  the  other  mem- 
bers of  the  committee.  We  have  heard  no  comments  on  that 
proposal. 

It  seems  to  me,  nothing  particular  is  to  be  gained.  In  the 
case  of  a  corporation  with  a  large  public  interest  the  stock- 
holders give  the  management,  in  the  guise  of  two  or  three 
individuals,  their  proxies  to  vote  at  the  annual  meeting.  In 
the  case  of  a  close  corporation  the  stockholders  are  the  man- 
agement. 


Chairman  Montgomery:  Under  ordinary  conditions,  is 
it  necessary  to  call  attention  in  the  income  account  of  a  real 
estate  company  to  the  fact  that  interest  and  other  charges 
have  been  capitalized  as  part  of  the  cost  of  carrying  properties 
held  for  development  and/or  of  the  cost  of  properties  in  the 
course  of  construction? 

Mr.  Gray:  No.  We  do  not  believe  it  is  necessary  to  state 
that  as  it  is  common  practice  and  generally  recognized  as  such. 
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Chairman  Montgomery  :  A  domestic  corporation  having 
a  number  of  foreign  subsidiaries  may  be  affected  to  a  con- 
siderable extent  this  year  by  reason  of  the  foreign  exchange 
situation.  It  has  been  the  practice  when  preparing  consoli- 
dated statements  to  convert  the  fixed  assets  carried  on  the 
books  of  the  foreign  subsidiaries  to  United  States  currency  at 
the  rates  prevailing  at  the  date  such  assets  v^rere  acquired  and 
to  convert  the  current  assets  and  liabilities  at  the  rates  pre- 
vailing at  the  date  of  the  balance  sheet. 

Should  any  modification  be  permitted  this  year,  particu- 
larly with  respect  to  the  assets  and  liabilities  of  subsidiary 
companies  located  in  England  and  Canada? 

Mr.  Gray:  I  believe  the  statement  of  fact  there  is  cor- 
rect. I  cannot  see  any  reason  why  the  fall  of  the  dollar  value 
of  sterling  this  year  should  change  the  principle  involved  in 
valuing  foreign  current  assets  and  liabilities  for  the  purpose 
of  a  dollar  balance  sheet.  They  should  be  included  at  the 
dollar  value. 

If  most  of  the  liabilities  are  payable  in  dollars,  certainly 
such  liabilities  cannot  be  paid  with  assets  in  sterling  at  a 
nominal  par  of  4.86  when  only  3.80,  we  will  say,  could  be 
realized.  If  the  sterling  liabilities  are  greater  than  the  sterling 
assets,  certainly  the  borrower  would  want  the  dollar  value 
figured  at  3.80  for  the  purpose  of  borrowing  dollars. 

Regarding  the  question  of  fixed  assets,  we  had  some  dis- 
cussion on  that.  We  felt,  generally,  that  fixed  assets,  as  dif- 
ferentiated from  trading  assets,  should  be  carried  at  cost  in 
view  of  the  fact  that  they  are  not  being  carried  for  sale  in  the 
next  six  months  or  year,  but  carried  as  fixed  assets.  They 
should  not  be  juggled  with  in  any  one  year  any  more  than  a 
plant  carried  on  a  domestic  balance  sheet.  That  is  to  say, 
allow  for  the  ordinary  depreciation  against  the  cost  of  the 
plant  rather  than  for  any  fluctuation  in  exchange. 

Mr.  Kirskenberg  :  I  would  like  to  ask  a  question  in  re- 
gard to  this  problem,  in  reference  to  the  fluctuation  of  cur- 
rency. Suppose  there  is  a  foreign  subsidiary  of  an  American 
company,  organized  two  years  ago.  It  has  bought  extensive 
properties  in  England  at  a  fixed  cost.  The  value  of  those 
assets  are  set  up  on  the  subsidiary's  balance  sheet  at  4.86. 
There  is  a  long-term  obligation  outstanding  at  the  time  the 
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property  is  taken  over.  Let  us  say  that  the  value  of  the 
assets  is  $10,000,000,  and  the  long-time  mortgage  is  $6,000,000. 
At  the  present  time,  with  the  value  of  exchanges  considerably 
lower  than  at  the  time  the  property  was  acquired,  the  mort- 
gages may  not  be  due  within  a  year.  At  least  the  larger  part  is 
due  after  a  year.  Would  it  be  proper  to  take  up  that  long-time 
obligation  at  the  current  value  of  the  pound  sterling  and  take 
the  property  at  the  original  cost,  or  would  it  be  proper  to  keep 
the  balance  of  the  mortgage  at  the  same  rate  that  the  property 
was  acquired  for? 

Mr.  Gray:  I  cannot  see  any  reason  why  current  liabili- 
ties, such  as  you  say,  on  that  mortgage  should  not  be  treated 
as  3.80  per  pound  sterling,  even  though  you  do  carry  the  cost 
of  your  plant  at  the  actual  cost. 

Mr.  Kirshenberg  :  With  sterling  at  3.80  on  a  $6,000,000 
mortgage  liability,  the  majority  of  which  is  due  after  a  year, 
there  would  be  an  exchange  profit  of  about  a  million  dollars, 
which  would  be  picked  up  in  current  operations  as  a  profit. 

Mr.  Gray:    Well,  how  would  you  figure  it? 

Mr.  Kirshenberg  :  To  my  mind,  seeing  that  the  property 
was  carried  at  cost,  and  that  the  property  has  not  been  paid 
for  as  yet,  I  believe  that  any  profit  that  may  arise,  due  to 
exchange  fluctuations,  should  be  considered  as  a  deduction 
from  the  original  cost  of  the  property. 

Mr.  Gray  :    I  think  that  is  a  good  answer. 

Mr.  Segal:  What  would  you  expect  the  accountant  to 
do  in  a  case  where  a  client  owes  a  liability  in  pounds  sterling? 
It  is  set  up  on  his  books  at  par,  4.86.  The  rate  of  exchange,  at 
the  date  of  the  balance  sheet,  is  3.80.  Although  he  is  under 
no  legal  obligation  to  pay  4.86  he  tells  the  accountant  that 
he  intends  to  pay  4.86.  He  is  just  a  good  fellow,  that  is  all. 
There  is  about  $10,000  less  actual  liability  at  the  date  of  that 
balance  sheet.  What  would  you  expect  the  accountant  to  do? 

Mr.  Gray:  I  would  expect  the  accountant  to  show  the 
amount  that  the  man  expects  to  pay,  and  next  year  I  would 
raise  the  fee  for  doing  the  job. 

f  f  f 

Chairman  Montgomery:  Do  bankers  approve  of  the 
practice  being  pursued  by  some  bankers  in  requesting  trial 
balances  during  the  year? 
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Mr.  Gray:  I  believe  that  it  is  a  good  practice  for  some 
businesses.  For  instance,  in  a  business  with  a  comparatively 
small  capital,  the  product  of  which  is  highly  seasonal,  so  vola- 
tile, in  fact,  that  a  period  of  six  months  between  statements 
is  too  long  a  period  to  go  uninformed  regarding  the  progress 
of  the  concern.  Especially  is  this  true  when  the  season  is 
poor  in  the  particular  industry  concerned. 

Chairman  Montgomery:  You  are  referring  to  a  state- 
ment ;  this  says  a  trial  balance. 

Mr.  Gray  :     We  do,  very  often,  ask  for  a  trial  balance. 

Chairman  Montgomery:    Does  that  have  valuations  in  it? 

Mr.  Gray  :     No,  it  usually  does  not  include  the  inventory. 

Chairman  Montgomery:  What  I  mean  is:  Is  it  of  any 
value  to  you? 

Mr.  Gray:  It  is  of  tremendous  value  to  us  especially — 
and  I  am  thinking  of  one  particular  industry  now — that  is 
highly  seasonal.  It  is  very  important  to  know  quickly  how 
the  sales  of  the  concern  are  going.  We  know  that  a  good 
many  concerns  in  that  particular  industry  are  not  highly 
geared  as  regards  the  administrative  officers  of  their  concern. 
They  are  merchants  and  should  their  sales  fall  oflF,  should  they 
not  have  the  proper  styles  that  sell,  they  cannot  sense  that 
quickly  enough  to  get  their  overhead  expenses  down.  By 
following  some  of  them  with  a  trial  balance  occasionally  we 
can  see  how  their  experiences  are  compared  with  their  sales, 
even  though  we  know  that  a  trial  balance  does  not  give  us, 
probably,  all  the  expenses  nor  does  it  give  us  all  of  the  liabili- 
ties, nor  does  it  give  us  any  valuation  as  to  the  merchandise 
inventory.  But,  we  can  tell  a  great  deal  as  to  how  the  concern 
is  going  from  the  interim  trial  balance. 

Mr.  Bottinger:  Would  not  a  banker  be  better  off  with 
an  ordinary  accountant's  monthly  statement  than  with  an 
inventory  submitted  without  any  responsibility  being  taken 
by  the  accountant  for  the  inventory?  All  the  other  assets 
could  be  verified  and  the  accounts  receivable  could  be  verified. 
The  bankers  would  be  getting  something  more  than  just  a 
trial  balance,  and  the  accountant  would  be  getting  a  little 
more  business. 

Mr.  Gray:  There  is  not  any  doubt  about  that.  In  fact, 
in  a  good  many  of  these  smaller  concerns  the  accountants  do 
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their  work  every  month.  Usually  it  is  the  accountant's  trial 
balance  which  we  receive.  I  do  not  know  of  any  cases  where 
we  have  asked  for  trial  balances,  unless  they  are  very  excep- 
tional cases,  outside  of  the  one  particular  line  to  which  I  have 
referred. 

Mr.  Bottinger  :  Jewelry  concerns,  selling  on  installments 
are  in  that  class.  I  was  surprised  to  see  that  the  bank  took 
a  trial  balance  for  a  number  of  months  and  gave  a  concern 
quite,  a  bit  of  credit.  We  had  been  doing  the  accounting  of 
that  concern  and  were  out  of  there  pending  the  adjustment  of 
the  fee.  In  the  meanwhile  the  bank  was  taking  a  trial  balance, 
which  was  unintelligible,  for  credit  purposes. 

Mr.  Gray  :  The  bank  might  have  been  getting  something 
out  of  it — I  do  not  know. 

Mr.  Tauritz  :  I  do  not  know  if  the  leaders  of  this  organi- 
zation are  familiar  with  the  fact  that  there  are  a  great  many 
members  in  the  New  York  State  Society  who  render  monthly 
audits  to  their  clients.  It  is  entirely  unfair  on  the  part  of  the 
bankers  to  ask  borrowers  to  present  a  monthly  trial  balance 
if  that  particular  organization  is  going  through  any  particular 
season  at  the  time  that  the  trial  balance  is  requested. 

For  illustration  purposes,  we  will  take  any  of  the  smaller 
manufacturing  or  retailing  organizations  in  New  York  City. 
In  the  fur  line  the  period  of  sales  starts  about  July,  lasting 
through  August  and  September,  for  retail  sale  later  in  the 
year. 

During  the  early  months  the  manufacturing  furrier  is 
working  up  a  large  stock.  His  sales  will  be  rather  negligible 
until  his  orders  come  in  for  shipment.  Could  you,  as  a  banker, 
judge  the  solvency  of  an  organization  by  looking  at  the 
monthly  trial  balance  in  that  case?  Would  it  not  be  much 
better  if  the  accountant  were  to  render  at  the  expiration  of 
the  dull  and  the  busy  season  a  complete  picture  in  the  form 
of  a  balance  sheet,  and  then  render  another  at  the  end  of  the 
fiscal  period  which  takes  in  not  only  the  dull  but  the  busy 
season  as  well? 

Mr.  Gray:  Yes,  we  want  a  statement  at  the  end  of  the 
busy  season.  On  the  first  part  of  your  question,  I  did  not 
mean  to  imply  that  we  asked  any  concern,  or  that  we  might 
ask  any  concern  to  render  us  regularly  a  monthly  trial  bal- 
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ance.  We  ask  for  it  occasionally  when  we  feel  that  we  are 
warranted  in  doing  so. 

You  must  bear  in  mind  that  we  are  loaning  out  good,  hard, 
round  dollars  and  that  we  must  have  some  knowledge  of  the 
business  to  which  we  lend.  We  do  not  expect  a  concern,  when 
they  are  in  the  midst  of  their  heavy  production  season,  with 
small  sales  to  show  anywhere  near  as  liquid  a  condition  as 
they  do  at  the  end  of  their  season. 

In  answer  to  that  phase  of  your  question,  I  will  say  that 
we  must  know  the  business  otherwise  we  should  not  be  loan- 
ing them  any  money. 


Chairman  Montgomery  :  Should  not  bankers  insist  on  semi- 
annual statements  from  borrowers,  particularly  in  industries 
subject  to  seasonal  fluctuations? 

Mr.  Gray  :    Yes. 


Chairman  Montgomery:  To  what  extent  are  bankers  and 
other  credit  grantors  interested  in  financial  budgets  of  the 
borrowers?   Do  they  ask  for  them? 

Mr.  Whitney:  We  cannot  speak  for  other  credit  grantors 
but  bankers  are  interested  in  this  feature  to  a  varying  degree, 
depending  on  the  nature  of  the  business  and  the  credit  risk. 
Almost  without  exception  we  inquire  of  our  customers  as  to 
what  they  anticipate  will  be  their  maximum  and  minimum 
debt  for  the  ensuing  year,  being  more  concerned  as  to  the 
minimum  than  as  to  the  maximum.  This  is  a  financial  budget 
reduced  to  its  simplest  form.  Where  the  credit  may  be  a 
matter  of  debate  we  ask  for  the  budget  in  more  detail. 

Mr.  Cochrane:  Might  I  ask  that  in  the  event  that  such  a 
budget  was  required  by  the  banker,  to  be  checked  by  an  ac- 
countant, to  what  extent  the  bankers  might  expect  to  hold 
the  accountant  responsible  for  results  shown  by  it? 

Mr.  Whitney:  I  think  it  is  the  exception,  Mr.  Cochrane, 
where  the  banks  ask  for  a  budget  to  be  checked  by  an  account- 
ant. As  to  the  responsibility,  we  would  hold  the  accountant 
to  just  exactly  the  responsibility  that  he  admitted  to  in  the 
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checking  of  the  budget.  If  he  checked  the  budget  and  gave  it 
his  approval,  as  he  does  a  balance  sheet,  then  we  would  expect 
that  we  could  rely  on  that  budget  as  representing  the  best 
judgment  of  the  accountant. 

Mr.  Hecht:  As  to  the  question  of  the  financial  budget,  I 
think  that  consideration  there  should  be  given  to  one  phase 
of  it.  There  are  two  phases  to  a  budget.  One  is  an  operating 
phase  requiring  the  expected  expenditures  to  be  set  up,  and 
the  other  is  the  income  phase  requiring  the  expected  sales  and 
the  expected  purchases  to  be  set  up. 

From  my  own  experience,  bankers  do  not  hold  the  ac- 
countant liable  in  such  a  checkup  because  the  forecast  is  only 
a  forecast  and  the  accountant  cannot  take  into  consideration 
what  unforeseen  circumstances  might  arise.  From  the  bank- 
er's point  of  view,  the  budget  is  a  very  desirable  one  because 
it  shows  that  the  customer  to  whom  the  bank  is  lending 
money  is  on  his  toes  and  is  trying  to  forecast  his  business 
with  some  degree  of  certainty.  That  gives  confidence  to  the 
banker  to  lend  money.  Where  the  budget  is  compared  with 
actual  performance,  and  the  two  are  set  up  together,  cog- 
nizance is  taken  of  the  unforeseen  and  the  customer  can  guide 
himself.  If  necessary,  the  bank  will  cooperate  with  him  and 
lend  him  money  to  carry  on  his  business. 


Chairman  Montgomery:  What  ratio  tests,  other  than  cur- 
rent ratio,  are  commonly  applied,  and  to  what  extent  are 
ratios  considered  in  comparison  with  similar  ratios  shown 
by  other  concerns  in  the  same  line  of  business? 

Mr.  Gray:  I  believe  a  very  large  part  of  the  credit  man's 
work  is  performed  on  the  principle  of  comparison.  While 
some  good  credit  men  will  say  that  they  seldom  refer  to 
ratios,  they  do  nevertheless  use  ratios,  but  instead  of  figuring 
them  out  mathematically,  they  know  from  experience  whether 
or  not  a  statement  is  properly  balanced. 

The  very  popular  ratio  of  current  assets  to  current  liabili- 
ties is  absolutely  valueless  to  a  credit  man  unless  he  has  some 
knowledge  of  the  real  value  of  the  current  assets.  To  assist 
in  determining  this  value,  other  ratios  are  used.  I  will  not 
enumerate  these,  but  refer  to  a  well-written  article  on  the 
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subject  in  the  Daily  News  Record  of  November  13th  of  this 
year.  I  do  think  it  is  a  good  article. 

We  do  compare  ratios  of  different  concerns  in  the  same 
line  of  business  with  good  effect.  In  one  case,  we  even  dis- 
covered liabilities  understated,  simply  by  comparing  the 
liabilities  of  this  concern  with  similar  concerns  in  that  line. 
It  seems  quite  unusual  to  discover  that  by  a  system  of  ratios 
but  it  was  discovered  nevertheless.  In  this  case,  the  compari- 
son looked  out  of  line  and  upon  investigation  the  accountant 
stated  that  some  of  the  mills'  credit  balances  had  been  de- 
ducted from  other  mills'  debit  balances,  showing  net. 

I  can  enumerate  some  of  these  ratios,  taken  from  the  Daily 
News  Record  article,  which  are  used  somewhat  to  determine 
the  value  of  the  current  assets  appearing  upon  the  balance 
sheet,  to  see  whether  they  are  somewhat  out  of  line  and  to 
know  whether  the  current  ratio  on  assets  and  current  liabili- 
ties can  really  be  accepted  as  they  appear  on  the  balance  sheet. 

Some  of  these  ratios  are  receivables  to  sales,  merchandise 
to  sales,  liabilities  to  liquid  or  working  capital,  a  turnover  of 
the  liquid  capital,  a  turnover  of  merchandise,  and  merchandise 
to  receivables,  operating  profit  to  capital  investment  and  so 
forth. 

Mr.  Gellin:  When  you  consider  ratios  in  making  a  com- 
parison you  consider  ratios  that  are  given  to  you  in  balance 
sheets,  usually  at  the  closing  of  the  books  at  the  end  of  the 
fiscal  year.  But,  since  it  is  becoming  customary  to  demand 
mid-year  or  periodical  balance  sheets,  how  do  you  make  the 
comparisons  of  ratios  at  a  time,  let  us  say,  when  the  liabilities 
are  top-heavy  due  to  the  seasonal  purchases,  and  when  you 
compare  them  to  the  ratios  to  be  used  at  the  end  of  the  fiscal 
period  ? 

I  understand  that  a  lot  of  credit  men  are  asking  for  mid- 
year reports.  What  method  do  you  use  to  compare  these  mid- 
year or  periodic  reports  with  your  final  ratios? 

Mr.  Gray  :  I  do  not  think  that  you  can  compare  them.  The 
ratios  should  be  certainly  entirely  different.  I  think  you  must 
take  that  into  consideration.  I  do  not  think  any  banker  would 
try  to  pass  his  credit  simply  on  ratios  received  at  the  height 
of  a  concern's  business,  because  they  are  out  of  line  with  the 
ratios  for  the  same  concern  received,  we  will  say,  on  a  bal- 
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ance  sheet  at  the  end  of  the  year  which  he  knows  is  at  the 
end  of  the  concern's  busy  season.  I  think  it  is  just  a  matter 
of  understanding  of  the  business. 

Mr.  Tauritz  :  If  an  organization  had  tied  itself  up  on  a  long- 
term  contract  and  had  been  in  a  position  to  purchase  its 
materials  at  a  certain  definite  and  fixed  price,  and  you  were 
comparing  the  ratio  of  that  concern  with  another  concern  in 
the  same  line  of  business,  one  that  was  not  in  a  position  to 
buy  as  favorably  as  the  first  concern  mentioned,  could  you 
state  reasonably  that  one  concern  was  operating  better  than 
the  other,  without  knowing  the  conditions? 

Mr.  Gray:  No,  we  could  not,  but  we  do  not  usually  like  to 
see  a  concern  tie  themselves  up  with  a  lot  of  merchandise  and 
when  they  do  we  take  that  into  consideration,  usually  to  their 
detriment. 

Mr.  Berdon  :  To  what  extent,  in  comparing  assets  with  cur- 
rent liabilities,  do  you  consider  merchandise  as  a  current  asset, 
if  at  all? 

Mr.  Gray:  We  do  consider  it  if  we  can  find  out,  or  have 
reason  to  believe,  that  the  merchandise  is  stated  at  true  value 
on  the  balance  sheet.  But,  in  using  these  other  ratios  we  try 
to  find  out  whether  the  amount  of  that  merchandise  is  out  of 
line  for  that  concern's  business  at  that  particular  period  of 
the  year. 

Chairman  Montgomery:  How  far  do  the  bankers  expect 
the  accountant  to  go  in  showing :  (a)  commitments  for  materials ; 
(b)  commitments  for  plant  or  other  capital  expenditures? 

Mr.  Young:  Bankers  like  to  have  accountants  show  the 
commitments  of  a  concern  on  all  goods  purchased  for  future 
delivery.  It  is  not  absolutely  essential  to  have  this  informa- 
tion if  the  commitments  are  for  routine  purchases  of  the  con- 
cern's requirements  in  the  ordinary  amounts,  but  it  becomes 
extremely  important  in  case  the  commitments  are  larger  than 
usual,  or  when  they  represent  a  potential  loss  because  of  a 
decline  in  prices. 

The  same  rule  would  apply  to  commitments  for  plant  ex- 
penditures, which  are  not  particularly  important  if  for  ordi- 
nary repairs  and  replacements,  but  should  certainly  be  noted 
if  they  involve  a  major  expansion  of  plant  or  equipment. 
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During  the  present  period  of  low  prices  many  companies 
have  contracted  for  their  raw  material  requirements  for  a  year 
or  more  in  advance  and  this  represents  a  very  substantial 
obligation  that  should  be  shown  on  their  statement. 

Mr.  Whitney:  Look  at  Page  17,  "Verification  of  Financial 
Statements." 

Mr.  Lack  :  Commitments  involving  foreign  exchange,  pay- 
able in  sterling  six  months  delivery  hence.  How  would  you 
suggest  that  they  be  handled? 

Mr.  Young  :  The  statement  purports  to  show  the  condition 
of  the  business  as  of  a  certain  time.  Therefore,  I  do  not  see 
any  logical  way  to  treat  it  except  at  the  current  rate  of 
exchange. 

You  can  start  a  discussion  of  the  pound  sterling  and  some 
people  feel  that  it  is  only  a  matter  of  time  until  it  will  get  back 
on  the  old  par,  but  other  people  will  say  that  it  will  never  go 
back  on  the  old  par  and  that  the  pound  will  be  stabilized  at 
$4  or  $3,  or  at  some  other  figure. 

I  do  not  think  that  the  accountant  wants  to  enter  into  the 
speculation  any  more  than  does  the  banker,  as  to  the  future 
price  of  exchange.  Any  contract  like  that  involves  a  certain 
risk,  just  as  a  commitment  for  merchandise  that  might  be 
lower  in  price  when  it  is  to  be  received.  I  think  the  only  safe 
way  is  to  take  it  in  at  the  then  prevailing  rate. 

Mr.  Lack:  Has  he  purchased  on  future  commitment  to 
pay  in  sterling? 

Mr.  Young  :  Yes,  he  has  a  certain  obligation  in  sterling  that 
need  be  taken  in  only  at  the  prevailing  rate.  If  he  has  to  pay 
a  different  rate  it  results  in  a  profit  or  a  loss.  But,  I  do  not 
think  it  is  safe  to  adopt  any  other  way,  otherwise  you  are 
speculating  on  the  exchange. 


Chairman  Montgomery  :  Here  is  a  question  which  I  hope 
the  Bankers'  Committee  considered  very  carefully  and  I  hope 
it  will  be  answered  very  accurately:  What  is  the  proportion 
(estimated)  of  loans  or  credits  in  the  granting  of  which  audit- 
ors* certificates  are  used? 

Mr.  Mitchell:  I  do  not  know  what  to  say  about  that.  It  is 
becoming  more  and  more  customary,  I  think  to  get  certificates 
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on  our  statements  and  on  the  loans.  I  presume  that  most  of 
them  are  made  on  certificates  or  statements  that  have  certifi- 
cates. But,  it  would  not  be  possible  to  estimate  the  proportion 
of  loans,  or  credits,  in  the  granting  of  which  auditor's  certifi- 
cates are  used. 

Chairman  Montgomery:  Would  you  be  willing  to  say 
fifty  per  cent  ? 

Mr.  Mitchell:    Yes. 

Chairman  Montgomery:     Sixty  per  cent? 

Mr.  Mitchell  :     Maybe. 

Chairman  Montgomery  :     Seventy  per  cent  ? 

Mr.  Mitchell  :  I  might  even  say  seventy.  I  think  it  depends 
entirely  on  the  banks.  I  think  the  larger  banks  get  account- 
ants' statements  or  certificates  as  much  as  they  can.  I  do  not 
know  what  the  smaller  banks  do. 

Chairman  Montgomery  :  Could  you  not  have  each  member 
of  your  committee  answer  that  ? 

Mr.  Gray:  We  gave  that  question  to  the  Federal  Reserve 
Bank  to  answer. 


Chairman  Montgomery  :  In  a  general  way,  how  important 
are  the  auditors'  certificates  as  compared  with  the  other  fac- 
tors considered  in  granting  credits? 

Mr.  Riley  :  I  am  going  to  answer  half  of  that  now,  and  the 
other  half  at  the  next  question. 

A  certificate  which  clearly  sets  forth  the  scope  of  the  audit 
is  an  important  factor  in  gauging  a  risk.  If  the  certificate 
and  the  accompanying  remarks  amplify  the  statement  suffi- 
ciently, the  reaction  toward  the  customer  and  the  accountant 
is  usually  favorable. 

This  is  sometimes  true  even  if  these  supplementary  data 
detract  from  the  balance  sheet  showing.  A  banker  generally 
distrusts  the  abbreviated  certificate  for  it  many  times  is  indic- 
ative of  a  superficial  review  or  unknown  quantities,  and  it 
therefore  establishes  a  bias. 

Chairman  Montgomery:  Just  how  are  auditors'  certified 
statements  used  in  considering  the  propriety  of  granting 
credits?    What  steps  are  taken  with  them? 
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Mr.  Riley  :  I  think  it  is  safe  to  say  that  a  large  proportion 
of  the  lines  today,  the  bank  lines,  are  granted  only  after  ob- 
taining certified  statements.  The  steps  taken  with  financial 
statements  can  best  be  shown  by  a  concrete  example. 

A  client  comes  in  to  the  bank,  presents  his  statement  and 
says,  "I  would  like  to  have  a  line  of  $150,000,"  or  "a  renewal 
of  an  existing  line." 

The  loan  officer  looks  over  the  balance  sheet  and  operating 
statement,  reads  the  certificate,  and  if  the  figures  present  an 
attractive  showing,  Mr.  Loan  Officer  says  to  the  customer, 
"You  will  have  to  give  me  a  chance  to  study  this  report  and 
I  will  advise  you  of  our  decision  shortly." 

If  this  happens  to  be  a  new  account,  a  new  application 
for  credit,  he  will  probably  want  to  see  one  or  two  previous 
statements  from  the  customer. 

If,  on  the  face  of  the  statement,  the  showing  is  unattrac- 
tive, the  banker  usually  either  turns  the  business  down  flat 
or  discourages  the  prospective  borrower.  Before  the  customer 
leaves  Mr.  Loan  Officer  will  question  him  regarding  progress 
of  business  since  statement  date,  what  changes  have  taken 
place,  what  his  other  borrowing  lines  are,  and  when  his  peak 
borrowing  season  is  reached.  At  the  same  time  he  may  ask 
for  some  further  details  on  certain  items  in  the  statement. 

When  the  customer  leaves,  Mr.  Loan  Officer  writes  a 
memorandum  for  the  credit  information  file  and  sends  state- 
ment and  memorandum  to  the  Credit  Department,  where  the 
statement  is  analyzed  and  set  up  on  a  comparison  sheet.  The 
analysis  is  written  up  in  detail  and  the  favorable  and  unfavor- 
able aspects  of  the  statement  are  outlined,  and  various  points, 
on  which  the  analyst  thinks  further  information  is  desirable, 
are  noted. 

This  is  then  submitted  to  the  loan  officer,  who  will  either 
instruct  the  Credit  Department  to  make  a  thorough  investiga- 
tion and  then,  based  on  the  findings  of  the  Credit  Department, 
will  submit  the  matter  to  the  Loan  Committee  for  action. 
After  the  Loan  Committee  has  perused  the  reports,  and  per- 
haps raised  some  more  questions  regarding  the  statement, 
the  file  is  referred  back  to  the  loan  officer  who  arranges  for 
the  customer  to  come  in  to  answer  to  his  satisfaction  the 
matters  in  question.    If  the  customer  is  unable  to  supply  the 
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data  requested,  an  interview  with  the  auditor  is  in  order. 
With  all  this  complete  the  Loan  Committee  is  ready  to  take 
final  action  on  the  line. 


Chairman  Montgomery:  If  audited  statements,  as  sub- 
mitted by  borrowers  to  the  bankers,  do  not  contain  informa- 
tion the  bankers  wish  independently  reported  on,  why  do  they 
not  then  call  on  their  borrowers  to  have  the  auditors  report 
on  the  points  in  question ;  or,  alternatively,  why  do  they  not 
arrange  with  their  borrowers  for  conference  with  the  audit- 
ors direct? 

Mr.  Riley:  In  the  period  leading  up  to  the  crash  of  1929, 
bankers  were  reluctant  to  press  too  hard  for  additional  infor- 
mation : 

1.  Because  of  the  wild  solicitation  on  the  part  of  other 
banks  for  business,  and  bankers  who  desired  further  details 
were  reluctant  to  chance  the  loss  of  what  was  then  a  good 
account  by  being  too  fussy  about  details ; 

2.  During  that  period  everything  was  on  the  up-grade  and 
it  seemed  in  order  to  overlook  many  things  which  today  are 
very  important; 

3.  We  were  probably  all  too  busy  watching  the  ticker  to 
waste  time  trying  to  find  the  age  of  receivables  or  unscramble 
some  complicated  inter-company  relationship. 

Things  are  different  now.  We  do  not  mind  asking  ques- 
tions of  our  customers  and  insisting  on  an  interview  with  the 
accountant.  I  know  for  my  part  I  have  had  more  personal 
interviews  with  my  customers*  accountants  during  the  past 
nine  months  than  I  have  had  during  the  same  number  of  years 
preceding. 

Only  last  week  I  handed  a  client  who  called  to  discuss  his 
figures  a  list  of  questions  and  told  him  I  wanted  the  account- 
ant to  write  the  answers.  Instead,  the  accountant  called  and 
brought  along  his  working  papers  and  when  he  left  I  think 
I  had  even  more  information  than  I  had  requested.  This 
client,  by  the  way,  up  to  two  years  ago,  copied  the  balance 
sheet  from  the  auditor's  report  and  submitted  it  to  the  banks 
without  the  auditor's  certificate.  Today  he  furnishes  the  banks 
a  detailed  report.    In  addition,  the  client  is  willing  that  the 
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banks  should  ask  him  questions  and  if  necessary  he  sends  his 
accountant  in  to  see  the  banks  to  furnish  details  which  he 
himself  cannot  furnish. 

To  answer  that  question  directly,  banks  do  ask  clients 
today  to  have  auditors  furnish  full  reports  on  points  in  ques- 
tion and  are  arranging  with  their  customers  for  direct  con- 
ferences with  the  auditors. 


Chairman  Montgomejiy:  If  the  bankers  desire  specific 
information  verified  or  reported  on  by  the  auditors,  why  do 
they  not  address  to  the  borrowers  specific  requests  for  such 
information,  in  writing  (leaving  no  chance  for  misunderstand- 
ing), for  transmission  to  the  auditors? 

Mr.  Riley:  The  banker  is  prompted  by  the  value  of  his 
client  in  determining  the  best  way  to  approach  him  for  infor- 
mation in  addition  to  that  contained  in  the  auditor's  report. 
No  doubt,  the  best  and  safest  way  to  insure  accurate  informa- 
tion on  any  point  would  be  to  put  the  questions  in  letter 
form  requesting  the  client  to  have  the  accountant  furnish  the 
particulars  desired. 

It  must  be  borne  in  mind  that  most  bankers  use  the  direct 
interview  method  to  obtain  additional  information  regarding 
items  not  fully  explained  in  the  auditor's  report,  which  is 
furnished  to  the  bank  for  credit  purposes.  If  we  were  to 
write,  such  action  in  many  cases  would  be  misunderstood  by 
the  customer,  for  there  is  an  intimation  of  distrust  in  the 
request.  It  is  quite  possible  that  the  customer  would  interpret 
it  as  a  reflection  on  his  word  and  not  a  questioning  of  the 
auditor's  work. 

With  the  valued  clients  of  a  bank,  that  method  might  not 
be  the  best  from  the  standpoint  of  future  relations.  With 
clients  of  lesser  importance,  I  know  the  method  has  been 
employed  to  good  advantage. 

It  has  been  my  experience  in  a  number  of  cases  that  a 
most  detailed  report  has  been  prepared  but  the  entire  report 
has  not  been  handed  to  the  bankers.  When  questions  are 
raised  by  the  banker  on  many  points,  the  complete  report  is 
produced  covering  many  of  the  points  in  doubt  and  eliminat- 
ing the  necessity  of  further  questioning. 
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On  this  point,  it  might  be  well  to  state  that  a  common 
reason  given  by  clients  for  not  handing  the  complete  report 
to  the  bankers  in  the  first  place  is  the  charge  made  by  the 
accountant  for  the  extra  copies. 


Chairman  Montgomery:  It  would  be  very  helpful  to  the 
accountant  in  appreciating  the  banker's  point  of  view  and  in 
promoting  a  mutual  understanding  of  each  other's  require- 
ments, to  have  a  summary  of  the  steps  taken,  or  factors  con- 
sidered by  the  bankers  in  passing  on  credits.  What  other 
steps  are  taken: 

1.  As  between  the  banker  and  the  borrower? 

2.  From  other  sources? 

Mr.  Riley:  I  have  a  few  other  ideas  on  that.  Many  people 
are  of  the  opinion  that  there  are  certain  definite  formulae  used 
by  bankers  in  determining  the  credit  risk.  This  is  a  fallacy 
which  has  long  since  been  discarded.  Years  ago,  I  am  told, 
some  bankers  had  certain  rules  of  thumb  which  they  applied 
to  financial  statements  and  if  the  statements  showed  certain 
ratios  the  risk  was  considered  safe  from  the  financial  side. 
The  same  ratios  were  applied  to  practically  any  type  of  busi- 
ness. Today,  however,  the  banker  looks  at  financial  state- 
ments, having  in  mind  that  what  constitutes  a  good  statement 
for  one  line  of  business  would  not  necessarily  be  a  satisfactory 
showing  for  a  concern  in  another  line. 

The  granting  of  credit  is,  to  a  large  degree,  a  matter  of 
the  banker's  individual  judgment  of  the  risk.  To  start  with, 
we  must  have  a  good  character  risk  to  make  the  borrower 
attractive  to  the  banker.  We  must  also  give  consideration  to 
the  ability  of  the  management,  which  is  usually  determined 
by  the  management's  past  performances  and,  to  some  degree, 
by  the  plans  for  future  operation  which  the  management 
usually  outlines  to  the  banker  at  the  time  application  for  the 
loan  is  made. 

The  nature  of  the  particular  business  also  has  a  definite 
bearing  on  the  consideration  of  the  risk.  By  that  I  mean :  Is 
the  company  a  trading  one,  a  manufacturer,  department  store, 
and  so  forth?  Is  the  commodity  handled  a  staple  or  a  lux- 
ury?   Is  it  subject  to  violent  style  changes?    How  does  the 


present  price  of  the  raw  basic  commodity  used  in  the  business 
compare  with  previous  prices?  Do  prices  of  this  basic  com- 
modity fluctuate  violently?  How  do  the  present  sales  prices 
compare  with  those  obtained  a  year  ago?  Different  elements 
of  the  business  must  be  considered  in  dealing  with  a  trading 
company,  manufacturer,  or  a  retail  store,  and  so  forth. 

When  the  banker  has  satisfied  himself  of  all  these  elements 
of  the  risk,  he  then  turns  his  attention  to  a  study  of  the  com- 
pany's financial  statements.  I  say  "statements"  because  it  is 
customary  to  review  from  two  to  five  years  of  comparative 
statements,  of  a  prospective  borrower,  in  order  to  obtain  the 
trend  of  business  before  actually  granting  a  credit. 

There  are  several  parts  to  this  question.  As  to  what  other 
steps  are  taken  as  between  the  banker  and  the  borrower,  I 
believe  I  have  answered  that  in  my  reply  to  Question  No.  18. 

But,  as  to  the  section  relating  to  other  sources,  the  banker, 
through  the  Credit  Department,  makes  inquiry  regarding  his 
prospective  borrower  as  follows: 

He  usually  interviews  the  other  banks;  he  usually  inter- 
views the  former  banks  of  account  to  find  out  why  they  are 
not  getting  lines  there  at  the  present  time;  he  calls  on  com- 
petitors, on  suppliers,  and  other  customers  of  the  house ;  gets 
agency  reports  and,  if  necessary,  he  asks  permission  to  consult 
the  present  auditor  regarding  particular  items  in  the  state- 
ment. If  the  customer  has  changed  accountants  and  the  cus- 
tomer's explanation  of  the  cause  of  this  change  is  not  satis- 
factory, the  banker  usually  endeavors  to  consult  the  late 
accountant. 


Chairman  Montgomery:  Do  bankers  attempt  to  consult 
with  customers'  accountants  before  obtaining  the  customer's 
permission? 

Mr.  Riley  :  I  do  not  know  whether  to  make  a  frank  admission 
or  not.  But,  bankers  do  consult  the  customer's  accountant  at 
times  before  obtaining  the  customer's  permission. 

Where  the  banker  can  explain  to  the  accountant's  satisfac- 
tion that  the  information  required  will  not  be  used  to  the 
prejudice  of  the  customer,  such  direct  approach  by  the  banker 
to  the  accountant  may  be  permissible,  and  where  the  nature 
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of  the  banker's  inquiry  pertains  particularly  to  the  account- 
ing procedure  and  not  as  a  means  of  obtaining  information 
not  reflected  by  the  exhibit,  no  criticism  could  be  directed  to 
either  the  banker  or  the  accountant.  In  other  cases,  where  it 
is  generally  known  that  the  accountant  is  the  financial  advisor 
of  the  company,  direct  approach  by  the  banker  to  the  account- 
ant is  in  order. 

Mr.  Homes  :  Mr.  Riley  previously  made  the  statement  to  the 
effect  that  the  questions  asked  of  customers  depends,  to  a 
great  extent,  upon  the  value  of  the  customer  to  the  bankers. 
In  other  words,  a  bank  will  ask  one  customer  for  very  detailed 
statements,  another  customer  they  will  pass  along  without 
asking  for  the  same  information. 

I  think  that  is  very  unfair  to  the  accountant.  We  have 
found  it  so.  One  client  says,  "Well,  the  bankers  didn't  ask  for 
this  information  from  So-and-So,  then  why  do  they  require 
it  of  me?    Are  they  questioning  my  integrity?" 

The  banks,  by  making  exceptions,  are  doing  the  very  thing 
that  they  are  trying  not  to  do,  and  that  is,  making  their 
customers  feel  that  they  are  not  trusting  them.  If  the  banks 
had  a  general  rule  that  they  should  ask  all  customers  to  pre- 
sent detailed  statements,  aged  accounts,  how  the  inventories 
are  taken,  then  there  would  be  no  exception  taken  either  to 
the  small  customer  or  to  the  large  one. 

But,  in  making  this  exception  you  are  creating  a  compara- 
tive state  of  affairs,  a  bad  state  of  affairs.  We  have  found 
that  to  be  so.   Is  not  that  a  fact? 

Mr.  Riley:  I  cannot  quite  agree  with  the  criticism.  I  tried 
to  point  out  that  the  granting  of  credit  was  a  matter  of 
individual  judgment  on  the  part  of  the  banker.  I  think  the 
same  applies  to  the  questions  that  we  might  ask  of  the 
customers. 

One  customer  has  been  a  good  performer  for  a  number  of 
years.  We  are  quite  familiar  with  the  integrity  of  the  manage- 
ment and  the  capabilities  of  the  management,  and  the  way  in 
which  they  perform,  as  far  as  the  bank  loans  are  concerned. 
Their  performance  with  us  has  been  excellent.  That  concern 
would  not  be  asked  as  many  questions,  perhaps,  as  another 
concern  in  the  same  line  that  has  not  been  such  a  good 
performer. 
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You  cannot  lay  down  a  hard  and  fast  rule  as  to  how  the 
bankers  should  ask  questions,  or  what  questions  they  should 
ask.  I  do  not  think  there  are  any  two  borrowing  customers 
that  can  be  considered  as  parallel  cases. 

Mr.  Weinstein  :  I  think  it  is  very  unfair  on  the  part  of  the 
bank  to  call  up  accountants.  Take  my  own  case,  for  instance. 
In  the  last  four  months  I  have  had  three  inquiries  from  banks 
in  connection  with  my  clients.  The  nature  of  the  conversation 
on  the  telephone  was  something  like  this : 
"Are  you  Weinstein  ?" 
"Yes." 

"Is  Mr.  So-and-So  a  client  of  yours?" 
"Yes." 

"I  would  like  to  have  some  information  from  you." 
My  answer  always  is,  "Have  you  received  permission  ?" 
*Yes,  we  have  received  permission." 

'I  should  like  to  get  the  permission  of  my  client.  Suppose 
I  should  ask  you  this  question,  *How  much  money  has  So-and- 
So  in  the  bank?'    Would  you  answer  that  question? 

That  has  happened  three  times  within  the  last  four  months. 
I  think  it  is  unfair  for  a  banker  to  call  up  an  accountant  with- 
out writing  to  him  and  telling  him  that  the  client  is  perfectly 
willing  to  have  the  accountant  give  the  information. 

Mr.  Gray  :  I  think  the  bankers  generally  recognize  the  ethics 
of  the  accountants  in  that  case.  If  I  were  in  your  place  when 
one  of  those  calls  came  in  I  would  suggest  to  the  banker  that 
he  approach  me  through  the  banker's  customer,  and  your 
client. 

Mr.  Gellin:  Is  it  a  fact  that  the  bankers,  as  a  group,  are 
opposed  to  accountancy  becoming  a  profession  on  the  ground 
that  those  things  would  be  privileged  communications? 

Or,  is  it  not  better  for  the  banker  to  have  it  the  way  the 
accountants  are  now,  that  when  he  calls  up  the  accountant  he 
expects  the  accountant  to  give  information?  If  the  account- 
ant refuses  to  give  information  he  believes  there  is  something 
wrong  with  his  client. 

Mr.  Gray  :  If  I  have  gotten  your  question  correctly,  I  cannot 
imagine  any  banker  thinking  that  there  was  anything  wrong 
with  the  accountant,  or  with  the  client,  because  there  was  a 
refusal  to  violate  one  of  the  ethics  of  your  profession.   As  I 
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tried  to  state  before,  that  is  generally  known  to  all  the  bank 
credit  men.   Does  that  answer  your  question? 

Mr.  Gellin  :     In  a  general  way,  yes. 

Mr.  Gray  :     How  can  I  be  more  specific  ? 

Mr.  Gellin  :  Except  that  I — and  other  accountants  too — get 
calls  and  the  banker  does  expect  the  information  before  I  ask 
my  client  whether  I  should  give  it  or  not.  I  feel  that  the 
banker  expects  the  information  before  I  ask  my  client  about  it. 

Mr.  Gray:  Have  you  your  Code  of  Ethics  in  printed 
form?    I  think  you  might  mail  one  of  them  to  that  banker. 

Mr.  Gellin:  When  the  banker  receives  the  accountant's 
report  does  he  first  look  at  who  signed  the  statement,  that  is, 
the  name  of  the  accounting  firm  that  has  signed  the  statement, 
or  does  he  first  examine  the  report? 

That  is  a  question  that  has  been  bothering  me  often.  I 
know  many  times,  for  example,  that  a  report  is  issued  by 
Accountant  X,  and  also  a  report  by  Accountant  Y.  Suddenly 
Accountant  Y  finds  that  his  client  has  changed  accountants. 
The  reason  is  that  more  weight  may  be  given  to  one  account- 
ant's certificate  than  to  that  of  another,  although  both  ac- 
countants may  do  as  honest  and  conscientious  work  as  pos- 
sible, and  Accountant  Y  may  do  it  more  so. 

I  would  like  to  know  if  more  weight  is  given  to  an  account- 
ing firm  that  has  a  large  staff  of  accountants  and  that  sends 
out  juniors,  and  semi-seniors,  and  triple-seniors,  and  so  forth, 
than  is  given  to  an  accountant  of  small  standing  who  does  the 
work  himself,  with  perhaps  one  or  two  assistants? 

I  do  not  think  that  is  a  question  to  be  laughed  at.  I  think 
it  is  a  question  which  the  young  accountant  would  like  to 
know.  He  believes  that  he  is  doing  the  best  he  can.  Natur- 
ally, he  would  like  to  have  the  bankers  feel  that  he  is  doing 
his  best. 

Mr.  Gray:  Naturally,  the  answer  to  the  first  part  of  the 
question  is  that  the  banker  looks  at  the  name  of  the  auditor 
making  the  report  first,  because  that  always  appears  on  the 
outside  of  the  front  cover. 

Regarding  the  weight  attached  to  the  accountant's  name 
by  the  banker,  I  believe  that  depends  to  some  extent  upon 
the  size  of  the  concern.  I  state  that  very  frankly  because  I 
believe  that  is  the  case. 
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I  might  answer  a  question  now  which  will  come  later,  and 
which  I  shall  not  answer  again  at  that  time,  a  question  which 
reads  something  like  this :  Do  you  not  believe  that  the  accred- 
ited list  of  accountants  kept  by  the  bankers  should  be  a 
longer  one? 

I  think  my  answer  to  that  will  cover  part  of  your  question. 
In  the  first  place,  I  do  not  know  of  any  bank  that  has  an 
accredited  list  of  accountants.  We  do  have  other  lists.  Our 
file  on  accountants  is  made  up  from  our  experience  with  the 
accountants,  with  the  accountants'  work  done  for  our  custom- 
ers. You  can  judge  for  yourself  as  to  what  kind  of  a  file  we 
have  on  the  various  names. 

I  do  not  believe  that  on  a  small  job  any  bank — I  do  not 
believe  that  I  would^  I  will  put  it  that  way  (and  I  am  speak- 
ing for  myself  and  not  for  the  rest  of  the  Committee) — would 
handicap  the  granting  of  a  credit  risk  simply  because  there 
was  the  name  of  a  comparatively  small  accounting  firm  signed 
to  it. 

As  a  matter  of  fact,  I  should  think  that  in  that  case  there 
was  a  great  deal  more  chance  of  the  principal  of  that  account- 
ing firm  being  on  that  small  job  than  there  would  be  in  a 
larger  concern.  I  do  not  believe  that  the  account  would  be 
handicapped  on  account  of  the  name  not  being  as  "large"  as 
some  of  the  other  accounting  firms  are. 

Does  that  answer  the  question? 

Mr.  Gellin  :    It  does. 

Mr.  Gray:  If  any  of  the  other  members  have  a  different 
expression  of  opinion,  I  would  like  to  have  them  say  so. 


Mr.  Kandle  :  What  is  your  attitude,  as  business  institutions, 
where  the  client  takes  an  account  out  of  one  bank  because 
he  cannot  get  sufficient  credit  and  takes  it  to  another  bank 
where  he  does  get  that  credit? 

Mr.  Gray  :    That  is  all  right,  if  he  can  get  the  larger  credit. 


Mr.  Bell  ;  I  would  like  to  ask  Mr.  Riley  a  question.  I  believe 
that  due  to  some  confusion  of  terms  he  said  that  he  mistrusted 
abbreviated  certificates.   Just  what  do  you  mean  by  a  certifi- 
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cate  in  that  sense?  Do  you  mean  a  formal  statement  of  the 
accountant's  opinion,  or  are  you  talking  about  the  whole 
report  ? 

Mr.  Riley:  I  mean  the  certificate  which  would  indicate  the 
scope  of  the  work  which  has  been  done. 

Mr.  Bell:  An  accountant's  unqualified  certificate,  as  a  rule 
is,  we  think,  the  best  of  the  papers  that  we  call  certificates,  and 
that  is  contained  in  only  four  or  five  lines.  Is  that  what  you  mean 
when  you  refer  to  abbreviation  in  the  scope  of  the  work  ? 

Mr.  Riley  :  I  probably  used  ambiguous  terms  there.  I  mean 
a  qualified  certificate,  one  that  shows — or  intimates — that  they 
have  not  made  a  complete  report,  or  does  not  intimate  that 
they  have  made  a  complete  study  of  the  client's  business. 

Mr.  Bell  :  You  mean  a  certificate  that  is  not  lucidly  worded, 
or  one  that  indicates  a  restriction  ? 

Mr.  Riley  :     Yes,  or  one  that  might  be  loosely  worded. 

Mr.  Bell  :  I  think  it  would  be  highly  desirable  if  the  bankers 
would  learn  some  of  the  accounting  terms.  For  example, 
you,  Mr.  Riley,  in  common  with  a  great  many  other  bankers 
consistently  speak  of  an  accountant's  report  as  "an  audit."  An 
audit  is  a  very  intangible  and  a  very  abstract  thing,  whereas 
a  report  is  something  that  is  tangible.  I  have  heard  no  less  an 
authority  than  Mr.  Whitney  speak  of  an  accountant's  certifi- 
cate meaning  a  whole  report.  I  think  that  he  really  under- 
stands us  when  we  talk  about  a  certificate  as  being,  as  I  say, 
a  concise  expression  of  opinion  regarding  the  accounts  as  a 

whole. 

Mr.  Whitney  :  I  do  not  get  your  point,  Mr.  Bell.  I  certainly 
know  the  difference  between  a  certificate  and  a  detailed  report, 
if  that  is  what  you  are  talking  about.  However,  as  you  say,  if 
we  understood  your  language  better  we  would  know — ^but 
then  you  accountants  do  not  use  the  same  language,  so  that 
we  do  not  know  when  you  agree  among  yourselves. 

When  it  comes  to  a  discussion  of  certificates,  I  have  had 
plenty  of  experience  in  that  line.  What  I  prefer  to  see  is  the 
shortest  form  of  unqualified  certificate  that  you  can  give.  Then 
the  responsibility  is  entirely  up  to  the  accountant.  I  am  per- 
fectly willing  to  leave  it  there  rather  than  to  have  an  account- 
ant tell  me  fifteen  or  twenty  things  that  he  did  and  then  make 
me  wonder  what  is  left  out  of  the  certificate  that  he  did  not  do. 
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Mr.  Tauritz  :  Apparently,  most  of  the  trend  of  the  discussion 
this  evening  seems  to  be  a  battle  between  the  banker  and  the 
accountant.  I  know  that  when  we  go  to  see  a  baseball  game 
we  all  know  the  rules.  If  we  do  not  know  them  we  do  not 
enjoy  the  game. 

During  the  course  of  my  experience  in  the  past  seven  years 
I  have  seen  financial  statements  sent  by  clients  to  the  bankers 
and  invariably  the  picture  presented— and  I  am  not  telling 
tales  out  of  school—was  to  tell  the  banker  as  little  as  possible. 

I  know  that  when  an  individual  goes  to  a  doctor  for  an 
examination  he  tells  the  doctor  everything.  In  order  to  uplift 
the  professional  standards  of  the  accounting  profession,  not 
only  in  the  State  of  New  York  but  throughout  America  if 
necessary,  why  not  play  the  ball  right  and  tell  a  banker 
what  he  wants  to  know?    That  will  eliminate  all  the  rubs. 

f  f  f 

Mr.  Bottinger:  I  would  like  to  find  out  what  the  bankers 
think  when  we  talk  of  a  certified  report.  I  think  the  estimate 
that  was  made  here  was  that  seventy  per  cent  of  the  reports 
were  certified.  I  think  that  is  rather  high,  at  least  it  is  accord- 
ing to  my  experience. 

A  large  percentage  of  the  reports  of  smaller  concerns  are 
submitted  to  bankers  on  their  own  forms.  Do  they  prefer  that 
form  to  the  ordinary  monthly  uncertified  accountant's  report, 
or  do  they  prefer  the  accountant's  monthly  report  on  his  own 
stationery?  In  the  case  of  a  certified  report  that  would  not 
come  up,  because  an  accountant  would  not  certify  to  the  report 
on  a  banker's  report  form  but  would  put  it  on  his  own  sta- 
tionery. 

Mr.  Gray  :  It  all  depends  on  what  the  accountant's  uncertified 
balance  sheet  would  tell  us. 

Mr.  Bottinger:  It  is  outside  of  the  certification  prepared 
from  the  books. 

Mr.  Gray  :  We  usually  ask  for  a  great  deal  more  information 
than  the  accountants'  uncertified  monthly  report  would  cover. 
It  all  depends  on  the  circumstances  as  to  whether  we  would 
prefer  it  or  not. 

Chairman  Montgomery:  Consistent  with  his  duty  to  his 
client,  how  can  the  accountant  best  serve  the  credit  grantor? 
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Mr.  Whitney  :  By  being  consistent  in  his  duty  to  his  client. 
This  duty  is  to  present  the  facts  of  the  situation  in  a  fair  and 
impar-tial  way.  The  credit  grantor  can  ask  no  more. 


Chairman  Montgomery  :  What  items  do  the  credit  grantors 
feel  should  be  given  unusual  attention  by  the  accountants  under 
present  business  conditions  ? 

Mr.  Young:  To  this  question  the  average  banker  would 
probably  answer  that  he  feels  all  items  should  be  given  particu- 
lar attention.  More  specifically,  however,  the  inventory  and 
the  receivables  are  the  items  most  likely  to  be  given  closest 
scrutiny  in  the  analysis  of  the  1931  statements. 

Because  of  the  curtailed  volume  of  business  and  the  decline 
in  the  commodity  price  level,  a  careful  check  on  the  inventories 
as  to  quantities,  quality  (which  would  include  age  and  salabil- 
ity)  and  prices  is  extremely  important.  At  the  end  of  this  year 
many  concerns  doubtless  will  have  to  write  down  their  inven- 
tories ruthlessly  if  they  want  an  absolutely  clean  statement 
that  shows  only  sound  assets,  worth  face  value  dollar  for 
dollar,  with  all  obsolete  and  high-priced  goods  eliminated.  The 
same  attention  will  be  needed  for  receivables,  including  a  care- 
ful aging  of  accounts,  segregation  of  those  that  are  past  due 
or  represent  other  than  merchandise  transactions,  with  proper 
reserves  being  set  up. 

A  third  part  of  the  statement  that  will  receive  unusual 
scrutiny  by  bankers  is  the  profit  and  loss  account  and  the 
details  regarding  charges  against  and  credits  to  P  &  L  and  to 
surplus. 

Mr.  Cochrane  :  In  effect,  how  does  the  banker  expect  the 
accountant  to  pass  on  the  quality  of  an  inventory? 

Mr.  Young  :  That  question  of  inventories  is  one  that  you  can 
never  solve  to  perfection.  You  cannot  attempt  to  have  the 
accountants  verify  any  large  proportion  of  the  inventories 
that  they  certify  to.  Most  of  you  gentlemen,  if  you  would  take 
a  physical  inventory  of  one  out  of  ten,  or  one  out  of  twenty, 
of  your  clients  at  the  end  of  the  year  would  have  your  hands 
full  and  would  have  to  increase  your  charge.  The  only  thing 
possible  is  to  satisfy  yourselves  that  it  is  a  fair  picture.   You 
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have  to  take  the  merchant's  word  for  the  quantities  and  for 
the  qualities,  and  for  the  prices.  Then  you  go  on  as  best  you 
can  makings  tests  to  be  sure  that  the  goods  actually  are  there 
and  that  it  is  what  it  is  purported  to  be,  and  that  the  prices 
are  somewhere  within  reason. 

If  you  do  not  find  anything  that  leads  you  to  suspect  other- 
wise that  is  all  that  is  expected  and  you  have  satisfied  your- 
self that  it  is  a  reasonable  statement.  Beyond  that,  I  do  not 
know  what  could  be  done  unless  you  would  attempt  to  take 
a  complete  inventory.  That  is  a  very  specialized  job  and  would 
entail  a  great  deal  of  expense  and  it  would  be  physically 
impossible. 

Mr.  Cochrane  :  I  raise  the  question  again  because  the  specific 
point  that  you  raised  in  connection  with  the  inventory  at  this 
time,  and  under  these  conditions,  three  points  in  that  were 
quantity,  value  and  quality.   That  was  your  first  answer. 

Quantity,  I  might  admit  as  an  accountant;  value,  no; 
quality,  never,  as  an  accountant.  As  a  valuer  I  might,  as  an 
appraiser  I  might,  as  an  engineer  I  might,  but  as  an  account- 
ant I  cannot  pass  on  the  quality. 

Your  answer  in  the  second  place  appealed  to  me  differently 
than  the  answer  that  you  made  in  the  first  place.  I  respect- 
fully ask.  Which  is  the  answer? 

Mr.  Young:  The  facts  will  have  to  be  ascertained  as  best 
they  can.  The  accountant  may  not  be  fitted  to  perfectly  check 
that  information  but  he  is  a  lot  nearer  to  it  than  the  banker, 
who  is  sitting  in  Wall  Street,  in  his  office,  having  a  series  of 
different  names  come  to  his  desk.  The  accountant  spends  a 
lot  of  time  in  the  client's  office.  He  has  access  to  the  purchase 
and  sales  records.  He  is  the  best  man  to  do  the  work,  under 
the  circumstances. 

Unless  you  can  satisfy  yourself,  in  your  own  heart  of 
hearts,  that  that  statement  which  you  are  signing  your  name 
to,  and  on  which  you  are  staking  your  reputation,  is  some- 
where near  a  fair  statement  I  know  that  no  reputable  account- 
ant would  sign  it. 

It  is  true  that  you  are  not  appraisers,  but  in  the  case  of  a 
plant  you  would  not  certify  to  a  statement  showing  a  plant 
worth  a  million  dollars  unless  you  had  some  real  evidence  that 
the  plant  was  worth  that  much.  You  would  go  back  over  the 
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books  and  find  out  the  cost  of  the  plant,  the  depreciation,  the 
reserves  that  had  been  set  up  and  if  need  be,  you  would 
demand  that  they  have  an  appraisal  made,  or  show  you  the 
last  appraisal  that  was  made,  and  then  carry  on  the  trans- 
actions. 

If  there  is  any  item  on  the  statement  that  a  good  account- 
ant would  not  sign  hisi  name  to,  or  if  there  is  anything  that 
he  is  not  satisfied  with,  he  is  reasonable  in  his  refusal  to  sign. 
I  do  not  care  whether  it  is  very  difficult,  ot  very  uncertain  as 
to  quality,  you  have  to  be  convinced  that  it  is  all  right  before 
you  put  the  John  Henry  on,  because  after  that  it  will  circulate 
and  it  cannot  be  recalled.  If  anything  goes  wrong,  it  comes 
back  to  the  accountant  because  he  certified  to  the  statement. 
They  do  not  expect  it  to  be  perfect,  but  they,  expect  you  to 
be  satisfied  with  it. 

Mr.  Homes  :  As  a  matter  of  fact,  you  say  if  we  are  satisfied 
that  the  inventory  is  correct  it  is  all  right.  An  accountant  can 
only  be  satisfied  that  something  is  correct  when  he,  himself, 
verifies  that  it  is  so.  Taking  the  word  of  someone  else  for  it 
is  not  verification.  If  you  are  going  to  take  your  client's  word 
for  it  then;  why  not  let  the  bank  do  that?  Why  should  the 
accountant  take  the  responsibility? 

Of  course,  where  you  do  not  take  the  inventory  but  where 
an  assistant,  to  qualify  the  statement  that  the  inventory  has 
been  submitted  by  the  management,  checks  the  extensions 
and  the  prices,  then  you  have  some  sort  of  qualification  that 
you  should  make. 

Mr.  Whitney  says  that  he  likes  a  statement  without  any 
qualifications.  That  is  the  best  kind  of  a  statement.  Of  course, 
the  question  of  inventory  depends  a  great  deal  on  the  size  of 
a  concern  and  the  nature  of  their  business.  In  some  concerns 
it  is  easy  to  take  an  inventory,  and  in  other  concerns  it  is 
almost  impossible  to  take  one. 

I  do  not  think  that  you  can  lay  down  hard  and  fast  rules 
on  that.  I  do  think  the  accountants  should  qualify  the  state- 
ments, unless  they  know  that  every  item  on  the  statement  is 
correct. 

Chairman  Montgomery:  I  think  on  the  matter  of  inven- 
tories the  Bankers*  Committee  is  aware  of  the  fact  that  the 
New  York  State  Society  has  a  committee  which  is  considering 
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the  question.  We  cannot  possibly  decide  all  of  the  parts  of  the 
question  tonight. 


Chairman  Montgomery  :  Some  banks,  in  their  own  financial 
statement  forms  for  borrowers,  make  provision  for  the  signature 
of  the  borrowers*  accountants.  Does  the  Robert  Morris  Associates 
approve  of  this  procedure  ? 

Mr.  Gray:  I  personally  did  not  know  that  this  was  very 
generally  done.  I  have  never  seen  such  a  form  provided  for 
the  accountant's  signature,  but  I  would  approve  of  it  if  it  were 
the  only  way  that  we  could  get  an  accountant's  signature 
on  a  statement. 

I  might  ask.  Do  the  accountants  approve  of  this  procedure  ? 
They  are  the  ones  that  are  doing  it. 

.  .  .  There  was  a  murmur  of  "No"  in  the  audience.  .  .  . 

Chairman  Montgomery  :    The  answer  is  a  unanimous — No. 


Mr.  French  :  Do  bankers  consider  that  a  draft,  which  is 
purely  a  medium  of  collection,  should  be  washed  back  into 
accounts  receivable  and  aged  accordingly,  or  should  be  shown 
on  the  statement  as  a  draft,  on  sight,  or  sixty  days,  or  what 
you  have,  depending  on  how  far  away  the  customers  are  ? 

Mr.  Gray:  When  does  the  original  sale  take  place  that  is 
covered  by  the  draft  ? 

Mr.  French:  It  is  a  foreign  account  and  the  draft  is 
purely  a  medium  of  collection  put  through  the  bank  as  a  col- 
lection item. 

Mr.  Gray:    How  long  since  the  sale  was  made? 

Mr.  French  :  It  might  have  been  made  recently.  The  sale  is 
made,  the  goods  are  shipped,  we  will  say  to  Australia.  The 
draft  is  drawn  on  an  Australian  customer.  It  goes  to  the  bank, 
purely  as  a  collection  item.  I  believe  at  the  present  time  very 
few  banks  discount  foreign  drafts.  Is  it  a  discounted  item,  as 
a  draft,  or  is  it  an  accounts  receivable  ? 

Mr.  Gray:  Has  it  been  discounted,  or  simply  placed  in  for 
collection?  Then  I  would  say  it  is  an  accounts  receivable.  It 
has  not  been  accepted  by  the  drawee  as  far  as  I  understand 
your  question. 
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Mr.  French  :    There  is  a  draft  in  existence. 

Mr.  Gray  :  But  the  seller  here  has  simply  drawn  a  draft  and 
it  has  not  changed  in  form.  It  is  an  accounts  receivable,  in 
my  opinion,  until  the  party  at  the  other  end  has  accepted  the 
draft  payable  at  a  certain  time. 


Chairman  Montgomery  :  What  is  the  attitude  of  the  banker 
generally  in  respect  to  having  an  accountant  go  the  limit  in 
displaying  items  as  they  should  be  displayed?  Is  the  banker 
satisfied  if  the  accountant  records  items  in  the  balance  sheet 
as  they  appear  in  the  books,  with  supplemental  information 
sufficient,  when  actual  facts  differ  from  the  book  record,  to 
enable  the  banker  to  know  what  the  true  conditions  are?  In 
particular,  does  the  banker  form  an  unfavorable  opinion  of 
the  accountant  if  the  accountant  does  so,  that  is,  shows  all 
the  correct  information  by  footnotes? 

Mr.  Gray  :  I  have  always  thought  that  fundamentally,  a  cer- 
tified balance  sheet  represented  an  accountant's  picture  of 
the  values  in  a  business,  as  he  finds  them,  after  careful  exam- 
ination of  the  concern's  affairs.  If  there  is  one  footnote,  other 
than  for  a  future  commitment,  I  would  assume  it  represents 
a  compromise  between  the  principal  and  the  accountant  as 
to  whether  the  item  should  be  shown  properly  in  the  balance 
sheet. 

If  there  are  several  footnotes,  or  qualifications,  I  would 
think  that  the  accountant  was  trying  to  make  the  client 
believe  that  he  had  a  good  statement  as  to  current  ratio,  and 
so  forth,  while  at  the  same  time  telling  creditors  that  this  is 
not  so,  and  that  the  statement  is  really  a  poor  one.  It  would 
be  better  policy  to  have  the  client  see  his  statement  in  the 
same  light  as  the  banker  will  after  it  is  analyzed. 

I  know  of  no  reason  why  an  accountant's  balance  sheet 
should  agree  with  all  the  values  as  recorded  in  the  accounts; 
a  reconciliation  can  be  made  up  for  the  treasurer  of  the  con- 
cern to  show  the  difference  which  he  can  adjust  on  the  books 
or  not,  as  he  sees  fit. 

Mr.  Malitz:  In  this  same  matter  of  setup,  a  client  consis- 
tently treats  as  a  receivable  an  item  of  $100,000  withdrawn 
from  the  partnership.    The  net  worth  of  the  partnership  is 
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$400,000.  In  showing  debts  due  from  employes,  partners  and 
salesmen,  the  accountant  maintained  that  this  should  not  be 
treated  as  a  receivable  but  as  a  deduction  from  the  net  worth. 
This  accountant  was  satisfied  that  the  withdrawal  was  not 
spent  by  the  members  of  the  partnership  but  was  used  for  the 
purpose  of  investing  in  certain  assets.  The  client  permitted  the 
accountant  to  segregate  that  amount  from  the  employes  and 
salesmen's  account,  and  the  accountant  said  that  it  did  not 
matter  because  the  bankers  would  treat  that  as  a  deduction 
anyway,  from  the  net  worth. 

That  may  have  been  so,  but  the  accountant  did  not  have 
to  make  matters  worse  by  presenting  it  that  way.  Would 
the  bankers  have  treated  it  so? 

Mr.  Gray:  We  would  not  give  very  much  consideration  to 
accounts  due!  from  employes  and  officers  as  far  as  the  current 
position  is  concerned,  but  it  seems  to  me  that  the  accountant, 
knowing  that  $100,000,  or  twenty-five  per  cent  of  the  capital 
had  actually  been  withdrawn  from  the  business,  should  not 
allow  it  to  be  included  in  the  assets  in  any  way. 

Mr.  Staub:  Does  not  recognition  have  to  be  given  to  the 
fact  that  sometimes  there  will  be  a  reasonable  difference  of 
opinion  with  respect  to  some  item,  or  other,  where  an  explan- 
atory item  on  the  balance  sheet  will  serve  to  fully  disclose 
that  fact  and  thus  not  have  to  be  regarded  as  necessarily 
reflecting  on  the  quality  of  the  balance  sheet,  if  you  could  use 
that  expression,  but  rather  as  giving  fuller  information  than 
if  simply  one  side,  or  the  other,  prevails  in  an  argument  and 
decides  on  certain  procedures  to  be  followed  in  setting  up 

the  balance  sheet? 

I  agree,  of  course,  with  the  viewpoint  that  disclosure  is 
not  sufficient  in  every  case  where  the  principle  is  very  clear. 
As  for  example,  when  there  are  withdrawals  by  partners,  I 
should  not  regard  setting  that  up  as  a  separate  receivable  a 
satisfactory  disposition  of  the  item  because,  after  all,  that  is 
presumably  a  pure  reduction  of  the  capital,  actually  used  in 
the  business  of  the  partnership. 

But,  there  are  a  good  many  other  items  where  there  may, 
at  times,  be  reasonable  difference  of  opinion.  Is  not  disclosure 
in  those  cases  not  only  desirable  but  a  satisfactory  treatment 
of  the  item  on  the  balance  sheet? 
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Mr.  Gray:    I  would  think  so,  where  it  is  largely  a  matter  of 

information. 

Mr.  Gellin  :  Speaking  of  disclosures,  I  remember  one  occa- 
sion where  I  noticed  that  mortgages  were  foreclosed.  The 
client  organized  a  separate  corporation  and  had  the  separate 
corporation  take  over  the  property.  This  corporation  would 
give  the  principal  back  a  mortgage  that  was  considered  as 
mortgages  receivable  and  considered  as  a  good  asset.  And 
a  very  large  accounting  firm  used  that  without  a  comment  in 
the  balance  sheet.  It  was  an  unqualified  report. 

Do  you  not  think  that  the  previous  speaker,  in  bringing 
out  the  fact  of  disclosures,  brought  out  the  important  point 
that  there  is  a  question  of  possible  difference  of  opinion,  per- 
haps, in  that  case,  and  a  disclosure  saying  that  these  mort- 
gages are  foreclosed  but  are  carried  as  a  separate  corporation 
would  have  given  not  only  the  stockholders,  but  a  banker,  a 
truer  picture  of  the  business? 

Mr.  Gray  :    There  is  no  argument  against  your  point  of  view. 


Chairman  Montgomery  :  Assuming  that  the  report  of  audit 
shows  jUnited  States  income  taxes  for  prior  years  which  have 
not  been  finally  closed.  To  what  extent  do  credit  grantors 
consider  that  the  auditor  should  show  on  certified  balance 
sheets  the  exact  status  of  the  alleged  deficiencies? 

Mr.  Young  :  Bankers  are  not  tax  experts,  and  are  inclined  to 
rely  upon  the  accountants  to  determine  the  probable  tax  liabil- 
ity and  to  show  it  in  such  a  way  that  the  financial  statement 
reflects  the  true}  condition  of  the  business.  It  is  assumed  that 
before  a  reputable  accountant  certifies  to  a  statement  he  has 
satisfied  himself  that  the  reserve  set  up  for  taxes  is  adequate, 
and  if  any  taxes  are  in  dispute  the  banker  certainly  expects 
that  fact  to  be  clearly  shown  on  the  balance  sheet. 

The  question  mentions  five  different  instances,  or  stages, 
in  a  tax  assessment,  which  might  arise.  The  first  is  where  an 
additional  assessment  has  been  proposed  in  the  report  of  the 
revenue  agent  and  has  been  protested.  The  second  case  where 
it  has  been  proposed  in  th^  first  letter  from  the  Unit  and  has 
been  protested.  Third,  asserted  in  sixty-day  letter  from  Unit 
and  appealed  to  the  Board  of  Tax  Appeals.  Fourth,  where  it  is 
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confirmed  by  the  Board  of  Tax  Appeals  and  appealed  to  the 
Circuit  Court  of  Appeals  by  the  taxpayer,  and  the  last  is 
where  it  is  denied  by  the  Board  of  Tax  Appeals  and  is  ap- 
pealed to  the  Circuit  Court  of  Appeals  by  the  Commissioner. 

When  an  assessment  for  additional  taxes  is  in  any  of  the 
five  stages  mentioned,  the  accountant  and  tax  expert  are  best 
qualified  by  their  experience  and  their  familiarity  with  the 
precedents  of  decided  cases  to  judge  as  to  the  probable  extent 
of  liability  involved.  If  the  assessment  is  merely  proposed,  or 
is  proposed  in  the  first  letter,  perhaps  a  notation  of  the  con- 
tingent liability  without  giving  any  amount  might  be  suffi- 
cient, while  if  the  assessment  has  been  asserted  or  confirmed 
by  the  Board  of  Tax  Appeals,  the  contingent  liability  with  the 
amount  might  be  given.  If  the  protest  has  been  denied  by 
the  Board  of  Tax  Appeals  and  been  further  appealed  to  the 
Circuit  Court  of  Appeals,  however,  the  liability  has  become 
sufficiently  definite  to  warrant  setting  it  up  in  the  balance 
sheet  accompanied  by  the  proper  explanation. 

Occasionally,  the  reverse  case  will  arise,  where  the  subject 
concern  has  made  a  claim  for  refund  of  taxes  that  may  repre- 
sent a  contingent  asset.  But,  as  I  told  you  at  the  beginning, 
the  bankers  do  not  pretend  to  be  tax  experts.  Most  account- 
ants are  tax  experts,  or  else  they  work  with  tax  experts.  You 
men  have  more  definite  rules  as  to  just  where  you  would 
draw  the  dividing  line  between  those  five  cases. 

If  it  were  a  small  amount,  it  would  not  make  a  great  deal 
of  diflFerence.  But,  if  it  is  a  very  substantial  amount,  of  course 
it  does  require  careful  study.  I  think  the  main  thing  is  for 
you  to  use  your  own  discretion  and  if  the  taxes  are  not  cleared 
up  set  the  lender  on  notice  to  that  eflFect. 


Mr,  Bottinger:  I  know  of  a  particular  case  where  compen- 
sation insurance  is  a  large  factor  in  the  expense  of  a  business, 
but  the  concerns  in  that  line  of  business  are  uniformly  paying 
twenty-five  per  cent,  or  less,  of  what  they  should  pay  under 
the  terms  of  the  policy. 

An  accountant,  as  an  accountant,  has  nothing  to  do  with 
the  payroll  in  that  particular  business.  What  should  really 
rule  the  accountant  is  to  set  up  a  liability  if  any  possible  claim 
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may  arise.  That  is  in  the  same  category  as  the  income  tax. 
He  owes  it,  no  doubt,  but  the  probabilities  are  that  he  will 
never  pay  it. 

Mr.  Young:  That  is  a  very  delicate  question,  one,  I  think, 
that  would  test  the  ethics  of  the  profession  as  to  whether  you 
want  to  have  a  fight  with  the  customer  and  demand  that  he 
show  liabilities  which  he  never  expects  to  pay.  Possibly,  if 
you  think  that  he  has  a  good  chance  of  getting  away  with  it 
you  can  leave  it  out  but,  like  the  tax  liability,  if  it  is  likely  that 
the  contingent  liability  will  ever  become  an  actual  liability  you 
might  make  some  notation  to  that  effect  in  order  to  protect 
yourself  and  your  own  good  name. 

/  /  / 

Chairman  Montgomery:  Do  banks  appreciate  the  impor- 
tance of  cooperating  with  accountants  in  furnishing  promptly 
and  accurately  certificates  of  balances,  loans,  collateral,  and 
so  forth?  Instances  are  known  where  banks  fail  to  disclose 
guarantees,  collateral,  and  so  forth,  and  even  balances  in 
special  accounts. 

Mr.  Gray  :  I  would  say  that  banks  do  realize  the  importance 
of  this.  I  can  only  answer  the  question  generally  in  that  way. 
I  think  if  there  are  any  criticisms  to  be  made  by  the  account- 
ants you  might  refer  them  more  particularly  to  your  Commit- 
tee on  Cooperation  with  Bankers. 

/  /  / 

Chairman  Montgomery:  The  next  question  is  too  long  to 
read.  It  refers  to  the  use  which  banks  make  of  statements 
furnished  by  borrowers,  and  as  to  how  far  those  statements 
are  held  to  be  confidential  by  the  banks. 

Mr.  Gray  :  In  this  question  there  was  cited  a  specific  instance 
of  a  banker  who  communicated  with  a  competitor,  of  one  of 
the  bank's  clients  about  that  client's  financial  statement,  giv- 
ing all  the  ratios  which  he  had  received  and  other  confidential 
information.  This  competitor  immediately  wrote  to  his  ac- 
countant stating  that  he  wished  no  more  full  audits  to  be  pre- 
sented to  the  bankers  because  it  seemed  that  the  bankers 
would  not  treat  them  as  confidential. 

We  cannot  criticise  the  action  of  the  competitor  in  this 
case,  after  his  experience.    The  case  cited  does  certainly  not 
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represent  custom,  and  it  is  quite  unreasonable  that  anyone 
should  divulge  this  confidential  information  to  a  competitor. 
I  do  not  know  of  any  set  of  circumstances  which  would 
warrant  the  exposure  of  such  confidential  information  to  a 
competitor.  True,  we  do  go  to  competing  firms  for  informa- 
tion, but  it  is  not  necessary  to  give  such  confidential  informa- 
tion in  order  to  obtain  an  expression  of  opinion.  Between 
bankers,  statements  are  discussed  freely  when  the  accounts 
are  mutual,  or  if  the  borrower  sells  his  paper  in  the  open 

market. 

/  /  / 

Chairman  Montgomery  :  Would  the  bankers  care  to  state 
what  their  policy  should  be  with  respect  to  changes  in  ac- 
countants, where  no  information  is  volunteered  by  the  client 
borrower,  with  respect  to  the  reason  for  the  change? 

Mr.  Gray  :  Any  credit  grantor  assumes  some  risk  if  a  change 
of  accountants  by  a  borrower  is  not  investigated  to  ascertain 
the  reason  for  the  change.  He  should  investigate  through  the 
borrower,  or  the  accountant  previously  on  the  job,  until  he  is 
satisfied. 

Mr.  Whitney:  I  would  like  to  cite  two  instances  here.  We 
spoke,  a  while  back,  about  bank  verifications  and  how  impor- 
tant they  are.  In  the  March,  1931,  bulletin  of  the  Robert 
Morris  Associates  there  was  a  special  article  calling  the  atten- 
tion of  the  members  of  the  Associates  to  the  importance  of 
this  subject  and  requesting  that  it  be  taken  up  with  their 
respective  auditing  departments. 

Inquiry  had  been  made  of  a  number  of  banks  all  asserting 
that  it  was  their  practice  to  answer  each  and  every  question 
appearing  on  the  accountant's  confirmation  blank.  The  article 
went  on  to  say  that  this  should  be  true  of  all  banks  as  it  was 
a  form  of  cooperation  to  which  the  accountants  were  fully 

entitled. 

One  question  that  Mr.  Gray  answered  was  referred  to,  in 
the  report  of  our  Committee,  in  May,  1930  at  the  Dallas  meet- 
ing as  follows:  "There  are  many  ways  in  which  the  banks 
may  cooperate,   to  a  greater   extent,  with   the   accountants. 

"When  you  receive  a  financial  statement,  certified  to  by  a 
firm  of  accountants,  different  from  the  one  whose  name 
appeared  on  the  previous  figures,  it  is  well  to  inquire  into  the 
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circumstances,  for  it  has  developed,  on  a  number  of  occasions, 
that  the  former  firm  has,  for  one  reason  or  another,  seen  fit  to 
decline  to  certify  to  the  new  figures.  It  is  important  that  the 
bank  should  know  this,  and  it  is  equally  important  that  we 
support  the  previous  accountants  in  their  attitude. 

"It  must  be  discouraging  to  an  accountant  to  find  that  the 
principal  has  gotten  some  other  accountant  to  do  the  job  and 
the  banks  were  not  enough  interested  to  inquire  into  the 
change.  As  one  of  our  members  pointed  out,  speaking  from  a 
selfish  standpoint,  we  should  be  just  as  much  interested  in 
knowing  why  there  was  a  change  in  accountants,  as  in  know- 
ing why  there  was  a  change  in  bank  accounts,  and  we  never 
fail  to  inquire  into  the  latter." 

Mr.  Eaton:  On  the  question  of  verification  where  the 
accountants  ask  the  banks  as  to  the  balance  and  so  forth,  many 
of  the  blanks  that  come  in  are  quite  incomplete.  They  do  not 
seem  to  understand  all  the  relations  that  we  may  have  with  a 
customer.  They  ask  very  general  questions,  which,  if  we 
answer,  do  not  give  a  complete  story. 

A  question  is  sometimes  asked  as  to  whether  we  should 
volunteer  information  which  is  not  asked  for.  I  think  it  would 
be  well  if  the  accountants  would,  many  of  them,  make  their 
blanks  much  more  specific  and  more  generally  covering 
everything. 

f  f  f 

Chairman  Montgomery  :  What  steps  do  New  York  bankers 
take  to  assure  themselves  that  statements  certified  to  by  a 
New  York  certified  public  accountant,  who  is  unknown  to 
them,!  is 

1.  A  member  of  the  New  York  State  Society; 

2.  In  good  professional  standing? 

Mr.  Gray:  We  can  look  up  the  directory  of  the  New  York 
State  Society  in  general  and  check  there.  But,  before  we  do 
that  we  first  telephone  Harvey  Whitney,  then  after  that  we 
communicate  with  Mr.  W.  Alcorn  Brown,  and  then  we  check 
with  other  accountants. 

Mr.  Kahn  :  On  that  last  point,  you  say  that  you  check  with 
other  accountants.  How  do  you  choose  such  accountants? 
Do  you  take  into  consideration  that  they  may  be  personally 
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acquainted  with  the  one  in  question,  or  do  you  choose  those 
accountants  best  known  to  you,  or  just  choose  at  random? 
Mr.   Gray:     Those   that  are  best  known   to  us   to  give 
unbiased  information,  if  they  happen  to  have  it. 

f  i  ^ 

Chairman  Montgomery  :  In  view  of  the  fact  that  we  have 
no  disciplinary  action  in  respect  to  mal-practitioners  who  are 
not  members  of  the  New  York  State  Society,  and  in  view  of 
the  fact  that  the  Society  now  has  1,700  members,  do  you  not 
think  the  time  has  come  when  bankers  should  insist  that  certi- 
fied public  accountants  signing  statements  in  New  York  State 
be  members  of  the  Society,  or  of  the  American  Institute  of 

Accountants  ? 

As  a  result  of  the  practice  of  certain  bankers  of  asking 
accountants  if  they  are  members  of  the  State  Society,  several 
certified  public  accountants  have  applied  for  membership  will- 
ing to  place  themselves  liable  to  discipline  by  the  Society,  and 
they  have  been  admitted;  several  non-certified  accountants 
have  thus  been  encouraged  to  qualify  as  certified  public 
accountants.  In  this  way  these  bankers  have  promoted  the 
maintenance  of  higher  standards  among  practitioners  whose 
statements  come  to  their  attention. 

Mr.  Mitchell:  Bankers  generally  feel  that  it  is  desirable  for 
accountants  to  be  affiliated  with  either  the  New  York  State 
Society  or  the  American  Institute  of  Accountants. 

f  i  f 

Chairman  Montgomery:  Do  you  circulate  Robert  Morris 
Associates  literature  among  your  members  only,  or  does  this 
literature  reach  all  the  credit  men  of  all  the  banks? 

Mr.  Gray:  The  bulletin  of  The  Robert  Morris  Associates 
goes  practically  to  members  only  of  The  Robert  Morris  Asso- 
ciates, among  the  bank  and  credit  men.  There  are  a  few  out- 
side subscribers. 

Chairman  Montgomery  :  I  think  the  thought  there  is,  and 
it  is  a  matter  of  some  importance,  that  The  Robert  Morris 
Associates  has  been  very  helpful  during  the  last  few  years  to 
the  public  accountants.  In  the  questions  that  were  submitted 
to  the  Committee,  we  found  that  some  of  the  members  of  our 
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Society  have  had  to  meet  credit  men  in  the  banks  who  say 
that  they  have  never  heard  of  The  Robert  Morris  Associates. 
In  the  second  place  they  say  that  they  have  none  of  the  litera- 
ture of  The  Robert  Morris  Associates. 

If  it  is  a  fact  that  our  members  come  in  contact  with  per- 
haps the  juniors  in  your  credit  departments,  would  it  not  be 
helpful  to  the  situation  in  the  future  if  your  literature  were 
more  generally  distributed  among  all  the  credit  men  in  all  of 

your  banks? 

Mr.  Gray:  In  each  bank  there  are  only  comparatively  few 
members  of  the  loaning  officers  and  credit  departments  who 
are  members  of  the  national  association.  However,  in  New 
York  we  have  a  great  many  associate  members  who  are  credit 
managers  in  departments,  and  their  assistants.  They  all 
receive  the  bulletin. 

I  beHeve  that  a  fair  statement  to  make  is  that  in  most  of 
the  banks  the  bulletins— that  is  in  the  New  York  banks— are 
circulated  throughout  the  credit  departments. 

When  I  stated  that  the  bulletin  did  not  reach  all  of  the 
bank  credit  men  I  meant  throughout  the  country  where  a 
great  many  of  the  banks  are  not  members  of  The  Robert 
Morris  Associates  and  do  not  know  anything  about  it,  in  a 
great  many  cases,  and  there  they  do  not  get  the  literature. 

iff 

Chairman  Montgomery:  Mr.  Chairman  Gray,  on  behalf  of 
all  the  members  of  the  Society  who  are  present,  and  on  behalf 
of  all  the  members  of  the  Society  who  are  not  present,  I  would 
like  to  express  our  very  keen  appreciation  of  your  courtesy  in 
coming  to  us  tonight  and  answering  every  question  which  has 

been  asked. 

Mr.  Gray  :  Thank  you,  very  much.  Colonel,  and  thank  you, 
gentlemen.  I  am  sure  that  all  the  bankers  were  delighted  at 
the  invitation  to  come  up  here.  I  believe  that  we  have  gotten 
fully  as  much  out  of  the  discussion  as  you  have,  and  probably 
more.  I  doubted  for  a  while  whether  the  answers  to  the  ques- 
tions that  we  had  would  be  of  material  interest  to  you,  but  I 
see  that  you  are  still  a  pretty  large  gathering  at  eleven  o'clock 
so  I  assume  that  it  has  been  well  taken.  We  should  be  glad 
to  come  again. 
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